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PREFACE 

The papers appearing in this edition of Selected Papers in School 
Finance reflect the variety of issues that have dominated school finance 
research and policy concerns in recent years. The revenue limitation move- 
ment in California that received national prominence as a result of the 
passage of Proposition 13? is the subject of the first paper. Equity in 
raising funds for schools and distribution of resources to school children 
is the central concern in several papers. Two additional papers on timely 

o • • ♦ 

topics complete the volume, one of which deals with local education cost 
differences and their measurement, and the other with the relevance of 
municipal overburden in school financing • 

Gerald Hayward has provided in .rich detail an account of the under- 
lying conditions and political forces that led to the adoption of the now 
familiar Proposition 13* i*he paper traces the history of the revenue limita- 
tion movement in California that goes back to 1968 and describes the early 
ramifications of adoption of Proposition ISt- a decade later.- 

G. Alan Hickrod et al. measure the performance of the school finance 
systems in three States for a period that spans most of the decade .of the 
seventies. The States are compared for their achievements on three equity 
goals, namely reductions in disparities among school districts in tax rates 
and in school expenditures, and achievements in wealth neutrality. The 
results of their analysis strongly suggest to the authors that state progress 
towards equity depends on the way the equity goal is Implemented and on 
the pattern of school district organization. *Tiscal policies designed to 
reduce expenditure disparities may or may not contribute to wealth 
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neutrality.... states with separate elementary and high school districts, 
as well as K-12 districts have probably aggrevated their equity problem 
by this form of administrative organization." 

•In their article, Leanna Stiefel and Robert Berne havo built on 
previous research analyzing local price differences among school districts 
in Michigan by utilizing an expanded data base covering virtually all the 
school districts in that State. Using the same methodology as that of Harvey: 
Brazer^and Ann Anderson, 14 he authors have observed that their findings 
yielded an index of district salary differences quite similar to the index 
constructed by Brazer and Anderson, which had been based solely on a 
sample of school districts. Further, the district price indices' showed ' :^ 
remarkable stability over time, arid minor alterations in the specifications 
of the equations upon which "the indices were based produced^ little change 
in the calculated index number for each district. Given that most States 
have the required district data readily available, this methodology becomes 
a useful and inexpensive measurement tool for ^calculating the effect of local 
price differences on school expenditures. 

In recent years, the school finance literature .on. State developments 
has tended to focus attention on a relatively sman:^iv»umber of States while 
the remaining States fell into an information void.- In'-this edition, a report 
on the school finance system in , Nevada, prepared by* GleH: Atkinson and Thomas 
Sears, is included that provides Information on tii^:i^<^HnfUice system 



TL-.^^^.l^jiy"^ ^.^.ff" ^1 ^^"^^ Finance. U.S. Department of*Health, Educa- 
tion and Weiiare/oifice oi Education, the 1974 and 1975 editions. 
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and issues in one of the ••unknown** States. Since the paper was written, * 
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the Nevada voters have rejected a proposal to radically cut local property 
taxes in November 1980. Currently, school districts are operating under 
a revenue cap for property taxes imposed by the State Legislature. 

In their paper, Richard Aronson and John Hilley analyze district 
power equalizing and wealth neutral systems of financial aid to school 
districts. The analysis shows that both systems lead to a wealth related 
bias in the treatment of taxpayers. The nature of the bias depends on 
the responsiveness of a school district's level of expenditure to school 
district fiscal capacity and the price of education. Drawing on empirical 
estimates from Pennsylvania school districts, the authors shdw that the 
achievement of wealth neutrality would require poor school districts to 
face higher tax rates than wealthy school districts. They conclude that ^ ^ 



a conflict exists between the achievement of student equity and taxpayer 
equity--under~a^system^f wealth neutrality. 

Alternative specifications of local wealth and the distributive conse- 
quences for State aid are analyzed by Robert Thornton. Income is 
incorporated in an expanded measure of local wealth, and the question 
of the appropriate weights to attach to income and property in indices 
of school district fiscal capacity is examined. Empirical data from, a 
number of States are included and the consequences of using alternative 
fiscal capacity measures are analyzed for the various types of schools 
in these states. 

The final paper in this volume concerns a recurrent topic in school 
finance issues. James Knickman and Andrew Reschovsky explore the impact 
of urban fiscal stress on the financing of public education. The authors 



v.ew existing „„„i,,p„ ^^^^^^^^^ ^^^^^ 

aUernative .ha. defines «sca, s.ress m .e»s „, .he Hscal e«„r. necessary 
to provide a "minimum bundle" of public services. U..le evidence exis.s 
.ha. links fiscal s.ress wi.h education spending levels. . Couris. however 
may re,ulre .ha. s.a.e educa.ion funding sys.ems be adap.ed .o accoun. ' ' 
for municipal overburden. In .he au.hors' view, court manda.ed remedies 
-y be very cos.ly or may re,u,re S.a.es .o manda.e educa.ion spending 
levels. ' 
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THE REVENUE UMFTATION MOVEMENT IN CALIFORNIA: 1968-1978* 
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I. Intro(>jcti6n 

On June 8, li»78, the voters of \he^ State of California overwhelmingly approved 
the most significant property tax relief measure, in the stated, and probably the 
country^, history. In spite of the opposition of most of^he^ate^ political leaders and 
over the protests, of most locally elected officials, the voters approved a simplistic 
proposal which would remove $7 billion from the property tax ToUs of the state, throw 
the state and local agencies of government into unprecedented turmoil and force 
government officials throughout the country to take notice. | 

In this paper, we will (1) examine the factors leading to this momentous political 
event, (2) analyze the Initiative, (3) explore the preliminary legislative response, (4) 
examine the short term Impact on local agencies of government, aitd (5) speculate about 

9 

the post Proposition 13 future. 

The paper v^ill have as a partijcular focu^, the impact of Proposition 13 on 
sdicdls. California^ schools, more than any other local governmental entity were 
dependent on the property tax as a source of revenue and consequently were made the 
most vulnerable by Its loss. In addition, CallfomlaH school finance system has undergone 

*Gerald C. Hayward, Director of Government and Public Relations, 
Callfornls Conmunlty Colleges. (Formerly, principal consultant 
to the State Senate Coninlttee on Finance). 

The author gratefully acknowledges the assistance of legislative 
staff members, the Office of the Legislative Analyst and the 
Department of Finance In the preparation of this paper* 
Especially helpful have been Martin Helmk.e of the Senate Office 
of Research, Cliff Al lenby of the Department of Finance and John 
Vickerman of the Office of the Legislative Analyst. Of course, 
any errors In this report are attributable solely to the 
author. Special thanks go to Pam Hawes, whose help was 
InvaluabljB. 

Finally, and most Importantly, I wish to acknowledge publicly the 
truly extraordinary efforts of the Charman of the California 
Senate Finance Coninlttee, Albert S« Rodda, In meeting the 
challenge of Proposition 13. Nobody could have done It better. 
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a <tocade of change unmatched in its history. 0/ particular interest wiU be the abUity of 
th^ school system to withstand what may well be its most serious challenge. We wiU also 
explore tax impUcations, the impact on local governmental entities othf- than schools 
and the implicatims for the state as a whole. 

It important to note the tentative and speculative nature of this paper. 
California is still ir. the midst of the first year of experience in the post Proposition 13 
era. As this is written, the Legislature has not yet decided what kind of funding 

mechanisms wiU exist in the- fiscal year commencing July 1 1979. Another statewide 
initiative caUing for a pending limit on government has Just quaUfied for the ballot and 
could conceivably be before the voters this summer. The double impact of an 
expenditure Umitation on top of the massive property tax reUef contained in Proposition 
13 makes the ftiture even more difficult to assess. 
n. Roots 

The "message of 13" was a popular, rallying cry in political campaigns all over the 
nation in the faU of 1978. Depending on the campaigner and the campaign, Proposition 
13 was a general tax revolt, or a property tax revolt, or an anti-government message, or 
an anti-poUtician peaceful revolution, or aU of the above. It was alternately a blow 
against waste in government, against fluoride, against centraUzatlon, against corruption 
in government, or against lying poUticians. It was, in sum, a protest against almost 
anything about texes or government that anybody didn't Uke. Clearly, the "message of 
13" was not clear. In this section we wiU examine five factors which may help explain 
why this Propostion succeeded where all its predecessors failed. AU five are inextricably 
interwoven and mutuaUy reinforcing. Starting with what is generally agreed to be the 
heart of the Proposition 13 movement - anti-tax sentiment (particularly the property 
tax) — we will explore four additional factors: 



ERIC 



~The Califpm proee» which permit3 the voters to overrule the 

ju<!^ement of the Legislature in a direct, fairly simply manner; 

—The dis«(ichantment with government marked by increasing public 
concern over gcvcfrnmi^ntal expenditures and growing cynicism about the 
purposes and set*vic!e8 of government; . • % 

— TTie-inability of the Legislature to respond meaningfully and in a timely 
manner to the property tax problem; 

—The California surplus whicht like Topsy, Just ^rowed and growed" much 
to the embairaasment of.just about everybody except Howard Jarvis* 

A. Taxes 

The Governor^ Budget for CalifcM^nia proposes to spend $33J billion in 1979-80« 
That works out to above $92 million a day, or $1,470. for each Callfomian* the majority 
(about $17*1 billion) of the stated expenditures are funded from the staters General Fund, 
which Is, in turn, fun<)ed by a var4ety of taxing sources. About 80% of the General Fund 
dollars will flow to local agencies of government (cities, counties, special districts and 
schools) to assist" their operations. In addition, about $6,S to 7,S billion is expected to be 
generated fro'm local property taxes \n 1979780, 

If Indeed, as widely touted. Proposition 13 was a taxpayer^ revolt, Jt is important 
to review California^ tax structure. The section which follows will include a description 
of the major tax sources of state and local revenue (including property^ taxes), a 
discussion of the phenomenal growth rate in 9ome of those tax sources and a comparison 
of tax structure and growth rate of California with other states, 
1, State Taxes^ Total state 1978-79 fiscal year^ revenue for California is anticipated 
to be approximately $17,1 billion. Of these funds, approximately $2,4 billion are special 
fund revenues^ which can only be expended for specific purposes. The remaining $14,7 

1 Governor's Budget, 1979-80 

» 

2 California's fiscal year is from July 1 to June 30, 

^ Motor vehicle taxes and fees account for 78% of all special 
fund revenue, much of which is designated to be returned to local 
governments and for various state programs re'latci to 
transportation and servicj^s to vehicle owners. 



biUion (about 85% of the total) is deposited in the General Fund which is then aUccated 
by statute or through the annual budget biU for the general expenditures of the sti^te. 
The major sources, sales and use, personal income, and bank and corporation taxes, 
provide ^ 

over 85% of General Fund revenue^. The major tax sources, revenue produced, and 
pertinent provisions include; 

Sales and Use Tax - $5.7 BiUion. The CaUfornia sales tax was enacted in 
1933. The use tax was enacted in 1935 and has always been at the same rate as "the sales 
tax. In 1955 an additional 1% was added which allowed cities and counties to impose a 
state administered sales and use tax. The sales tax is based on gross receipts from sales 
of tangible personal property for final eonsumption^and the use tax is measured by the 
sales price of tangible personal property which is jjored, used or otherwise consumed 
within the state. 

The California rate has increased from its original ^-1/2% in. 1933 to a rate of 
6%. This rate now includes a 4-3/4% state rate, a 1% uniform local sales and use tax 
rate and a 1/4% county tax (included since 1972) to be used for the support of local 
transit systems^. Several item^s are exempted from the sales tax, including sales of^ 
natural gas, electricity, water, food for home consumption, newspapers, periodicals and 
prescription medicines. 

The revenue generated by California's sales tax has historically paralleled the 
growth in California's personal income growth. " However, since 1975^76 the growth in. 
spending has occurred at a rate 50% greater than growth in personal income, reflecting a 
substantial increase in consumer debt. Sales tax revenues increased at the extraordinary 
'4 

Other taxes, such as taxes on insurance, inheritance and gifts, 
cigarettes, alcoholic beverages and parimutuel betting on horses, 
tnake up a significant portion of California revenue, but non"" ' 
provides enough revenue to be consjdered-a reasonable alternative 
to the major source)^' cited above. 

.u^«.^!^^°^*^^'*'**! ^^''^ * ^"^ additional saus tax to 
support their local regional transit system. 
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rates of 15.1% to 1976-V7 and In 1977-78. The state's economic forecasters doubt 
such a higti'growth rate can be sustained. 

b. Personal Income Tax - $4.7 BIMIon. The CaUfornIa personal income tax was 
orlglnany enacted In iSSS at a rate which was graduated from 1% cn taxable income- 
under Ib.OOO to 15% on taxable Income In excess of $250,000. Both .the tax rates and the 
levels of income subject to taxaUon have changed signlflcanUy since enactment. The 
California law contains a. low-Income tax credit which exempts single persons with 
Income le« than $5,000 ($10,000 for married couples). The tax Is currently Imposed on 

net California taxable income (grost income less deductions) with tax rates ranging from 

-*» .J 

l%toll%. 

Because of the highly prograsslve n&ture of the California schedule and the high 
rate of InflaUon, income tax collectloiB since 1974 far exceeded the growth in California 
personal Income As individuals moved toward through the Income brackets, the Impact 
on state ravenues" was quite dramatic While California Income grew by 10.55% In 1974, 
income tax collections In 1974-75 grew by over 40%! The next three years saw- an 
average growth In personal income of slightly above 10% while revenues from the Income 
tax grew by over 20% per year. 

In 1978, in response to the Proposition 13 mood and growing taxpayer unrest about 
this phenomenon, the California Legislature emicted AB 3082 which provided for, among 
other things, an upward adjustment of income brackets by the annual pereentage change 
In the California Consumer Price Index (C.C.P.L) In excess of 3%. In addition, tax 
credits were increased by the annual percentage change In C.C.P.I. and a one time 
increase in personal Income tax^ credit was gifanted. The measure is estimated to reduce 
projected sta|tc revenues by almost a biUIon dollars In 1978-79. The ongoing features of 
SB 3082 wlii reduce state revenues by about $600 million in 1979-80, and substantially 
higher amounts each year thereafter. " . - ^ 
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Revenues tfenerated by the income tax more than-doubled-from4973-74-t(rt<>76-- 
- 77. From 196fi-67 to 1976-77 oersonal income, tax collections increased almost. sfxfoW 
from $627 million to $3,761 billiop.^ Next to the ftrowth in prooerty taxes, it was the 
growth in personal income taxes that most anirulshed Califorpian taxpayers. - 

c. Bank and Corporation Tax - $g.a hMHnn. The bank and corporation tax was 
lenacted in 1929 as a privilege tax levied on corporations doing business In California.' 

General corporations currently pay a 9% rate on net income. Banks and other financial 
institutions pay an additional tax, not to exceed 4%, based on net income. The tax on 
bonds is in lieu of all state and local taxes except real property and motor vehicles. Pank 
and corporation taxes grew by only 2.6% in 1975-76 due to the effects of the recession 
but in the next two years had a truly astounding growth rate of 27% per year. When one ' 
takes into account that the bank and corporation tax ratejs not graduated, the gain is 
even more remarkable and is further testimony to the phenomenal growth in California 
e^onomy^during this period. Economists project this growth pattern cannot continue. / 

d. Tax Growth. In order to compare the growth of these tax sources witji the 
growth in Califomiah population and personal income, a five year period from 1973^1978 
was selected. In that period the California population increased from 20.6 million to 22.3 
million, a growth rate of 8%, an average srrowth of only 1.6%. Personal income, 
however, grew from $112.4 miliion to. $197.4 million, a growth rate of 76% /and an 
laverageof 15%. ' / 

General Fund revenue grew from $8.4 billion to $!4 billion, an increase /of 118% 
and an average increase of 24%. In that same period, taxes per capita were increasing 
from $306.91 to $622.55, an increase of 103% and an average pfj20.5%. .However, when 
one uses another, more meaningful, measure of tax incidence, General Fimd taxes per 
$100 ot„personal income, the figures show a groyvth fromy$5,68;to.,$7f09 in the period 
observed, an increased of 25% and a more mo<1est average increase of. 5%. 



WM1«! the rate of groiPth of be^^ fai the five year period was quite 

.substantial; !t was dramatically exceeded by General Fun^' tar revenue because of the 
projjreasiyity of the income tax and the.Reneraily favorable business climate. Even when 
General. Fund taxes are controlled for personal Income Rrowth, they still, show a 5% per 
year av.erajte Increase. 

\ As noted above, state General Fund tax collections Increased by 118% from 1973 
to 1978. In that same period, revenue from sales and use taxes increased from $2.2 
billion to $5 billion, an Increase of 127%. Personal income taxes grew from $1.9 billion 
to $4.7 billion, an incredible Increase of 147%. Bank and corporation taxes grew at least 
as dramatically, from $867,000 to $2 billion, a growth of 141%. 

In sum, Caiifomia^.reyenues during the 1973-to 1978 period grew at a phenomenal 
rate, reflecting the progreasivity of California^ Income tax, the overall health of the 
California economy and the wiUingness of the California citixenry to go into debt as 
never before. None of the economic analyses of the stated economy predict the state 
can sustain such growth. Realistically, with the indexing provisions^ adooted in AB 3082, 
tha growth rate in, at least one major source, personal income tax, cannot keep pace with 
prior years. 

2. Property Taxes The centerpiece of the Prooosltlon 13 campaign was prooerty 
taxation. California citizens were genuinely frightened by the high levels and the 
unprecedented growth. A California poll conducted during the summer of 1977, showed 
that 60% of the respondents felt property taxes were too, high. Even ooponents of 
Proposition 13 generally agreed that property taxes should be reduced. A recurrent 
Image throughout the campaign was the proverbial little old lady being driven from her 
home by exorbitant property taxes which she could not pay because she lived on a fixed 
Income. Although the number of people so affected was never veriffed and in fact was 
probably quite small, the successful imagery and the plausibility of the outcome was such 
that it was perceived by the voters as a not unrealistic possibility. In this section, a brief 



ileierlptlon of the meehaniot of CtUfomla'n per-Porpotltlon IS propertrux ^om wlU 
serve u a bate for an analyib of the prodigioui inoreaMi in asMiied value which drove 
property taxes higher and higher. 

Pfc-Propoaition 13 Property Tax Svrtem Prior to Proposition 13, the CaUfomia 
property Ux system operated in the ifoUowing manne'rt * 

Asseasments - AU property was assessed at 25% of fuU value. Full value was 

based upon the assessor's estimate of the fair market value of the property. 

Because aU property was not revalued each year, the actual aaseasments feU short 

of the prescribed 25% of fair market value. 

Exemptions - The major exemptions induifitd property owned by the government, 
cemeteries, hospitals, property used exclusively for religious, scientific, 
charitable or educational purposes, crops and household furnishings. Other 
properties given preferential treatment included open space land, historically 
significant property, nonprofit golf courses, property owned by veterans, owner 
occupied homes and a portion of business inventories. 

Tax Rates- CaUfornia tax rates were based on a specific dollar rate for each $100 
of assessed value. Each level of local government: cities, counties, school 
districts and special districts (such as fire, mosquito, abatement or a district 
established for another fecial purpose) was authorized to levy a property tax.. 
The County Boards of Supervisors were responsible for coUecting the taxes and 
distributing the revenues. 

Tax Rate Limit- Cities, counties and special districts were limited to tax rates no 
higher than the rate in effect in one of two base years 1971-72 or 1972-73. School 
districts were treated differently. Instead of a tax rate Umitation they operated 
under a revenue limitation. The tax rate limit on cities, counties and special 
districts proved to be of little Impact In raducing local government expenditures 
because in most eases the rapid assessed value growth permitted substantial 
increases in expenditures. 



' A« in itttmpto orhow the Crilfornit proparty Ux worked prior to 

Proposition 18, eonsider.the following csaset A homeowner living in his $80,000 home in a 
eounty with a. Ux niter of $10 per $100 of usened valuation (about the state average 
prior to Proposition IS).. The house Is assessed at 25% of market value or $20,000. Under 
California. law $1,750 of ithr;^ assessed value of a homeowner^ hime Is exempted from 
property taxation so the $10 tia rate per $100 of assessed value when applied to $18,250 
would produce a tax of $1,825. 

b. Property Tut Growth California^ property taxes were about 40% greater than 
the national average in 1976 and the state ranked fourth nationaUy in taxes per $1,000 of 
income ($84.90).' There arii several, factors which contributed to California^ position 
but three are particularly important: 

Aaseasment Practices: In 1967, the Legislature passed the Petris-Knox bill (AB 80) 
which altered California^ assessment practices. What was seen as a strong reform law in 
the late 19608, actually proved to be a major cause leading to the passage of Propostion 
13 over a decade later. 

. In 1965, the two principal San Francisco papers (Chronical and Examiner) began 
competing series on aaseasment practices within San Francisco. Included among the 
findings were cases where, locally elected assessors received campaign contributions 
conditioned upon a lowered assessed valuation on the contributor's business property. 
The public, and then the Legislature, became Incensed and A3 80 was passed. It called 
for a uniform statewide ratio between a property's assessed value and its market value. 
In addition, provision was made for sufficient reassessment to keep the ratio constant. 
Local assessors were given three' years to -reassess all property to 25% of market value 
with provisions for reassessments on a periodic basis to keep the ratio constant. The 
State Board of Equalization was to monitor the local asessment practices. 

^Source: Governmental Finances. 1976-77 



The AB 80 reform was based on the notion that business paid less than its fair 
share of the property taxes. In point of fact, business ^Td relatively more. San 
Francisco's single family homes were asse«ed at only 9% of market value while business 
property was taxed at 35% of market value.7 

San Francisco was the most dramatic case of assessment differential but the 
principal generaUy heW statewide. By requiring a uniform tax ratio for aU property, the 
Legislature actually shifted a substantial portion of the property tax burden from the 
business/commercial community to homeowners. Because " the turnover of 
business/comniercial property occurs on a much less frequent basis than the turnover of, 
homes, the market value for business property was le^ frequently established than for 
homes, leading to a further shifting of the incidence of property taxes to the 
homeowner. This shift to the homeowner of property tax incidence became facreasingly 
noticeable in the sevenths and created added anti^roperty tax pressures. Thus, it was^ 
"reform" biU that served as one of the major stimulants to Proposition 13. ' ^ 

Assessed Value Growth; General inflation and the incredible growth In the value 
of singl. family residences led. over the past <tecade, to significant increases in assessed 
values, far outstripping the increases in the;;Consumer Prtee Index and population. 
Annual percentage increases in assessed values have ranged from a low of 5.3% in 1988- 
69 to a high of 14.4% in the 1977-78 fiscal year. The average annual growth rate over 
the ten year period was 8.8%, However, within the^Ust .four years the average annual 
rate has increased by an average of. 12.4%. The Legisla^iv^e Analysts reports that at this 
rate, compounded, asseied value In.the, state, woulcJ double.eve^ Because 
properties are not assessed amiuaUy. It should be! noted thatian Indiyidual taxpayer might 

'S« Dl.ne B. P.U1', The PoUtle. of the Prepertv li. .. Lexlnittoi. 
^...chu.etts, D.C. He.th&C.., ms ""inBton. 



And his aasiflBed value in any given year growing; by aa amount significantly greater than 
the county or statewide average. Assessed value changes in excess of 100%, while 
uncommon, were not unheard of. 

Tax Rate Changesi The final element in the tax revenue picture is the tax rate, 
which grew at a rapid rate for the first half of the last decade but levelled off and 
actually declined slightly in the second ha!f«^ 

The, major cause for the relative slov; growth in tax rates stems from the 
statewide ftinding formula for schools which caused dramatic decreases in property tax 
rates and the rapid assessed value growth which f^yt other agencies of local government 
sufficient operating revenues without requiring the tax rate increases. Most local 
agencies, in fact, did not even levy the rates authorised by statute. 



Table I 

Growth of Assessed Values and Tax Rates 
1967-68 Through 1978-79 

Taxable Assessed Valuest. Statewide Average Tax Rate 



Fiscal 


Amount 


Percentage 


Rate Per 


Percentage 


Year 


(Millions) 


Growth 


$100 of AV 


Change 


1987-68 


$ 46,187 




$ 8.90 




1968-69 


48,627 


5.3 • 


9.30 


4.5 


1969-70 


52,115, 


7.2 


9.92 


6.7 


1970-71 


55,580 


6.7 


10.85 


9.4 


1971-72 


58,785 


5.8 


11.43 


5.4 


1972-73 


82,791 


6.8 


11.46. 


0.3 


1973-74 


67,278 


7.2 


11.15 


-2.7 


1974-75 


74,299 


10.4 


11.24 


0.8 


1975-76 


82,689 


11.3 


11.33 


0.8 


1976-77 


93,717 


13.3 


11.19 


-1.2 


1977-78 


106,694 


14.4 


10.68 


-4.6 



Source: Legislative Analyst 



®See Table I. 
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Due to the combined effect of the above three factors, total, local property tax 
revenues grew from about $4.1 blUlon In 19f57-68 to an estimated $11.9 billion in 
1977-78.10 Per capita property taxc. have more than doubled from $214 per person in 
1967-68 to $525 in 1977-78. However, because of the growth" of Califbrnia personal 
income, the ratio of property taxes per $100 of personal income has grown bylu^over 
the decade, a more modest increase. This represents an almost threefold growth, an 
average growth rate of almost 16%. 

The relatively slow growth of property taxes per $100 of personal income was more 
than offset by the visibility of the property tax and the dramatic shift of the overaU tax 
burden to the homeowner. In the 1973-1977 period, housing prices In the major 
metropolitan areas of the state were increasing at about 15% per year. It should be 
emphasized that In a typical county, reassessments take place every two or three years, 
so than an Individual homeowner in a major me^rooolitan area during this period might 
see his assessment jump by 30% or 45% every assessment period. Given the size and 
nature of these Increases, it is not difficult to understand the underlying unrest among 
the property taxpayers of the state. 

3. Comparisons with other Sta tf^s By any index, California is a high taxing state. In 
terms of general tax revenue for each $1,000 of personal income in 1976-77 California 
ranked third. fe..:.eded only by Alaska and New York." In terms of property taxes. In 
1976-77 California ranked fourth. For each $1,000 of. personal income CaWornians paid 
out $65.14 for property taxes, exceeded only by Alaska, Massachusetts and New . 
Hampshire. In similar comparisons for 1977, California ranked fifteenth and sixteenth 
respectively in terms of Income tax and individual income taxes. Given the spectacular 



t ft * 

Part of the $11^4 billion (about-*$1.2 billionMs never 
ae ua ly paid by property otyners because o sU e propeJJv t. 
relief subventions to loca.l^|overnment . property u 

U.S. Bureau of the Census. Governmental Finances^ t97fi-77 . 



growth of the California economy, figures for 1978 will show California even higher in 
the rankings. 

Perhaps even more importantly, in terms of the tax revolt movement California 
was rated third in the Advisory Commission on Intergovernmental Relations study. 
Measuring the Fiscal Blood Pressure of the States 1964-75. ^^ California trailed only 
New Yoric and Massachusetts in' the "^Igh^ and rising" category determined by a two 
dimensional measure displayln^f a staters current position relative to the median state and 
the stated tax growth since the base year, 19B4a It is especially significant to note that 
California not only ranked high in absolute terms, but its rate of ^wth was also among 
the highest. \ 

To add flame to the property tax revolt fire, California ranked 42nd among the 50 
states in terms of reliance on state sources as a percentage of total state*-local revenues. 

By the latter half of the 1970s, California was well established as a taxation leader 
among the states. Both its state and local taxes were high relative to other states ^nd 
its taxation growth rate was little short of phenomenal. Although the general public was 
. probably not aware of California^ relative ranking among the states, it was becoming 
more urgently interested In ^hat 'was perceived as runaway taxation. The citizens in 
most other states would have had to either generate more heat on their legislators or 
wait until the next election to ^throw the rascals out^ But in California^ a more 
convenient and expeditious alternative existed: the initiative. 

B. Earlier Initiatives 

Section 8 of Article n of the California Constitution, sets forth the constitutional 
guarantee for the initiative process. California has the most liberal initiative process in 
the United States. An initiative statute may be placed on the ballol by a petition signed 
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by electors oqual to five percent of the total number of voters who voted for Governor in 
the last election. A constitutional amendment such as Proposition 13 requires si<cnatures • 
equaling eight percent. The initiative process dates from the earlv years of the 20th 
century when California^ most noted Governor, Hiram Johnson, wrested control of the 
state from the Southern Pacific railroad. 

California has had a long and stormy history of utilization of the initiative 
process. Issues varying from housing, busing and the death penalty have shared oositions 
on the ballot with pornography, coastline control and smoking. Aithpugh most measures 
introduced through the initiative process do not receive final voter approval, it is a fairly ' 
simple matter. If one has the money and/or the manpower, to qualify a propostion for .the 
ballot. There are firms whictf specialize In getting Initiatives on the ballot for a 
■ specified fee per signature. 

ProDosItion 13 was not- the first tax or expenditure control measure on the baUot in 
California. In fact, the last decade alone witnessed three such efforts, all of them 
unsuccessful, but definitely precursors to the success of Proposition 13. 
1. The Watson Initiative - 1968 The Watson Initiative could trace Its lineaf?e directly to 
the Petris/Knox biU. The resulting shift in tax burden caused large increases in the 
average homeowner's property tax. Phillip Watson, the County Assessor of Los Angeles, 
instigated the Initiative, which qualified as Proposition 9 on the November 1968 baflot. 
The proposal called for the division of property tax revenues into two categories - one 
for "people related services" (such as education and welfare) and the other for "DroDerty 
related services" (the remaining local government functions). "People related services" 
were to be phased off dependence on the property tax, while for the purposes of 
remaining "property related services", the tax would be limited to t% of current market 
value.^2 

^^in 1968, the average tax'bill equalled about 2-1/296 of market 
value, 
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To counteract the Watson Initiativci the Le$rislature also placed a constitutional 
amendment on the 19B8 ballot. It was a very simole homeowner^ exemotion, ailowinc; 
the first $750 of an owner occupied home to t>e exempted from property tax. It also 
exempted the first 15% of the value of business inventories and authoriTsed the 
Legis^iture by subsequent action to increase the homeowner's exemption to $1JS0 and 
the business inventory exemption to 50%. 

The ensuing campaign pictured the Watson Initiative as irresoonsible (cutting 
education and welfare) with a high probability of sales and insurance tax Increases, The 
legislatively sponsored homeowner's exemption was portrayed as "responsible" with more 
certain results. Levy and Zamolo^^ in their excellent analysis of Proposition 13, 
maintain that the general economic climate in California was good and the level of 
satisfaction toward the cost of public services was still relatively high in 1968 and this, 
more thc:n any other factor, determined the outcome of the election. The legislatively 
sponsored homeowner^ exemption was approved by 54% of the voters and the Watson 
Initiative went down to an overwhelming 2-1 defeat. • 

2. The Watson Initiative - 1372 Watson n was similar in general outline to its 
predecessor with two important differences. Firstj it specified the sources of 
, replacement revenue (sMes tax, liquor tax, cigarette tax and corporate income tax) for 
the reduction in the income tax. Second, it established a uniform educational 
expenditure with a fixed state-local total of $350 oer A.D.A. The a.^ohol and tobacco 
industries joined forces with a set of unusual colleagues, the educational establishment, 
to oppose the Initiative vigorously. Governor Ronald Reagan and the Legislature, fearing 
a substantial revenue shortfall from the measure, also joined in active opposition, ^ 

• (^'^ 

^^Frank Levy and Paul ^iatnolo, "The Preconditions of . Propos I tion 
13", Working Paper 1105-01, October 1978, Department of Housing 
and Urban Development. 
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De^ite a declining economic climate and eontlnuad ace«Ieration of Msesied values, the 
second Watson Initiative fared only slightly better than Watson I, getting only 34% of the 
vote. 

In the meantime, t{ie Legislature was embroiled in an extended battle to provide 
property tax relief, Serrano compliance and controls on local government expenditures. 
The two most powerful politicians in the state, the Republican Governor Ronald Reagan 
and the Democratic Assembly Speaker Robert Moretti, joined forces to endot^e Senate 
Bill 90 which had as its major plrovisions: 

\. The imposition of an additional one cent on the sales tax; 

2. Revenue limits placed on schools and wealth equalization features designed to 
comply with Serrano; 

3. Tax rate limits placed on cities, counties and special districts; 

4. An increase in the homeowner^ exemption and the business inventory tax to 
the maximum provided in the Constitution; 

5. A tax credit for renters. 

After a long holdout by the more liberal Democrats in the Senate who objected to 
the sales tax increase and who viewed the Serrano features to be inadequatCi the bill was 
finally passed, partly as a result of pressure from the educational lobby who were 
desperate toit additional funds. The Legislature had once again delivered a more 
moderate, if slightly belated response to. the increasing voter demands for property tax 
relief. It is also important to note that by 1972 the issue had shifted beyond more, 
property tax relief and had begun to encompass expenditure limitations. 
3. Proposition I - 1973 Governor Ronald Reagan, dissatisfied with the t:overnment 
expenditure limitations imposed by SB 90, attempted, by the initiative process and by 
calling a special election, to lend the imprimatur of his office to a measure which would 
have tightened the exp^diture limitations on local government and would have required 
a two-thir» ^ vote, instead of a simple majority to increase taxes. More importantly, the 

18 on 



mnum fMtur«d. « Umttatlcn 9) tttte expandltures. the limit was established as', the 
growth in personal Intioint stttewlde. 

* 

Given what we have; reeently experienced in personal income growth pates, the 
limitation now seems r^threlbr generous. However, in 197S it was viewed, espeeially by 
tlM Legislature, as overly restrictive on the stated eapability to expend funds. Publie 
seetor employees joined forces with^ the Legislature an^ other Reagan political foes in 
. tta campaign against Proposition L The complexity of the Proposition and t^e relative 
newness of the concept for the average voter, plus the resistance on the. part of many 
voters who saw it as a political move on Reagents part to «ttablish a national campaign 
platform plank, helped to bring about its defeat However,, the margin of defeat was 
significantly less than for the two prior statewide propositions, perhaps indicating that 
the voters were feeling a little more antagonism toward the public sector. Prc^ition I 
failed, but recehred a 44. percent affirmative vote. ^ 

It is important to note that during this period, in response to the initiathre 
challenges, the Legislature answered with simpler, more "responsible", less drastic, 
alternatives. First came the constitutional amendment "authorizing the homeowner^s 
exemption, and then SB 90. However, in spite of the legislative response, the pubUc 
attitude began to shift and in the Proposition I campaign a' definite swing to the 
anti-government theme can be noted. The comparatively narrow defeat of Proposition I 
should have served as a warning for the^ movement to come, and the increasing 
, disenchantment with government by the voters. 
C.' Disenchantment with Government 

The decade just prior to Proposition 13 saw a growth rate in state arid local 
governmental expenditures wfJch far outstripped inflation and population growth within 
the state; "This growtltilirn^ehdlutres was not perceived as producing ah equivalend 
increase in the quality or quantity of governmental services and when this factor was 
coupled with an increasingly evident mistrust' of public servants, it added an anti* 



government component to the antHax theme mentioned eattier. . • 
. -Growth in E xpenditures a) State: In the.deead« from IflBT-fiS, state QeneKal f'.md 
expendiutres grew from $3.3' biUion in 1967-68 to biUion 1977-78, an avepaj?e 
growth rate of 13.9<*. The growth rates ranged from 3.fi% in Reagan% first vear of his 
second term, to a high of 30% in 1973-74, the first year of implementation of SB 9i). 
Over that same period the population grew at an average rate of 1.5% and the Consumer 
Price Index grew at about 6.3% per year. A better indicator of government sector costs, 
" the state and local government price deflator^ grew at an average 7.4%.'^^ In the 
meantime, as mentioned earlier, personal income grew at an average rate of 9.fl%. 

b) Local; From 1967-68 to 1976-77, the growth in local expenditures was 
spectacular. County General Fund expenditures- excluding debt service. Increased from 
$2.75 billion to $7.15 billion an increase of 160%. The major categories of exoenditure in 
eity gov^/rnment grew ove/ the same period of time f-^m $1.27 billion to $3.44 billion, an 
equaUy impressive increase of almost 175%. School expenditures grew at about the same 
rate over the decade but had a distinctly different pattern based upon the school finance 
law in effect at the time. The^oeriod of 1967-'58 through 1971-75? was a period of low to 
moderate growth, with the schools getting little increase in state support and snodest 
increases based upon prooerty tax growth. After SB on, the schools received double digit 
inflation adjustment growth for three years and then settled into a growth pattern from 
1974-1977 roughly equivalent to the growth in countv exoenditures. From 107'^73 and'an 
expenditure total of $6.02 billion, schools in K-1? by 1978-79, were exoending $9.48 
billion, an average growth rate of about 5.1% per year. • - r 

It Ls significant to note that SB 90 moved school districts of f a tax rate limit based 
formula and placed schools under revenue limit controls.^'' Had schools been, able to 



Office of Legislative Analyst, Analysis of ,the Budget Bill. 
Ygrious years. ^ * ^ 

Under revenue limits, if school revenues exceed the limit, the 
operty tax rate is automatically adjusted downward. 
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receive the benefits of the fantastic assessed value increases in the period after SB SOt 
the orooerty tax increases cited earlier would have been much hif?her. 

Public Attitude Probably more important than the actual dollar expenditure growth 
were the increasingly skeptical public views of public service* Public skepticism was 
often highest about those services which enjoyed major growth during the last decade, 
namely health, welfare and public employee benefits. 

t 

Several factors aided in the erosion of public confidence in oublic services: 

a. The growth in major welfare programs - over 200% in the decade, publicity 
concerning growing welfare fraud, and the frequentlv held perception that 
there was no incentive for welfare beneficiaries to "gjet off the dole". , 

b. The growth in major health programs and the continuing allegations about 
governmental inefficiency in adr^iini^tering the orofi^am, and alleftatlons of, 
political pay-offs to and from health care providers. 

c. the growing antipathy toward the pu.blic schools generated by growing 
mistrust of the schools of the 00s,, the declining student achievement scores, 
growing teacher militancy, foreed busing, the advent of collective bargaining 
and the general perception that school districts are top-heavy 
administratively, all can be added to the fact that school costs were 
escalating at a time of declining enrollment. 

d. ^ The growing oroblen.c^ associated with public emplovee retirement systems 

which often are woefully underfunded. This, plus the perception of excessive 
protection through tenure of civil service and perception of "excessive" 
benefits (dental, vacation, pensions etc.) added to the puhlic^s concern. 

e. The Watergate mentality, which had tremendous carryover effect to all 
political figures and which led to a general mistrust of obliticiansj neither 
state nor local oolitical fierures were able to escape the tarnish of Watergete. 

Growing public sector costs, Plus growing mistrust and appt^ehension about the 
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• quality of public services and servants when added to general anti-pqlltician attitudes 
fostered *T>y Watergate; created a not-«o-«trangb anti-government bedfellow for the- 
anti tax advocates, , - , 

In the past, tHe Legislature had always been able to rise to the occasion and 
.forestaU any chaUenjjes brought through .the initiative^ process, no matt6P who the 
. bedfeUowsi Many ptewvers felt they. wpulf do again; j^They. were wrong. 
D. Legislative Inittbility. to Ehitet Reform ' 

The 1977 legistetive sewion opCTied w^^^^ enactment of a major tax relief bill as 
the top priority , for most le^^^^^ I^j fact, t^e ent|)U8iasm was so great that the 
Senate passed three such m«iwp^^^^ 6rie> gmeraliy described .as the Governor's Tax 
Reform uill, a second - supported by the liberid Democrats.of the Senate, and a third r a 
•personal income tax relief bill whiph featured^ an index[ng of sthe brackets by an Inflation 
-facto?.^^- .... 

"1. Key Questions The two competltbrs to theJl?eral,DeinocratXc^ were killed In the 
Assembly and that measure,. Senate Bill 154, became the.vehlcle for potential reform. 
When the Senate refused to concur in Assembly amendments, the bill was sent to a six 
member, two house conference committee charged with the responsiblity of approving a 
blU which could achieve the required 2/3 vote In' each house. The conferees faced the 
same problems that had plagued their predecessors and would ^ilague their succe^ors. 
Essentially, the problems can be characterized as "How much?" and "To whom?". 

The year, 1977, saw enactment of Assembly Bill 65,othe most expensive and most 
comprehensive school finance biU ever enacted in California. There was a constant 
Jockeying for position between the pro-education and pro-tex relief forces. Each was 
played off against the other by the Governor and the Department of Finance who were 



^^The California income tax is highly progressive. As inflation 
pushes salaries upward, the individual taxoaver iinds himself 
automatically thrust Into a higher bracket^ 'The income generated 
from this phenomenon aporoaches $1 billion annually. 



. con)(?crri5Jd that «i ovwly ganorou^ Legtt)atur« would pus lejjljihtloh which would 
ultimately lead to a tax Increase. The fact that Calflonria was attemotlnff to enact a 
major school flnnance blU desl^d to comply with Serrano and increase general fundlnjr 
levels for a variety of educational programs in the same year that tax reform legislation 
was being, sough't, created a dilemma among the policy makers that was difficult to 
solve. Coupled with the continued underestimates of the size of the stati surolus, 
members of both houses argued whether the proposed tax relief would be enough to 
forestall a possible initiative effort. 

The other major issue was to whom the relief should be directed. Should relief be '' 
focussed m those who had paid the most, or should it become a vehicle for income 
redistribution? Generally speaking, the Senate favored the former course, the Assembly 
the latter. When SB 154 emerged from jhe joint conference comittee with the "circuli 
breaker" concept^^ still intact, its passage in the Assembly was assured as Was its defeat 
in the Senate. A second conference comipittee aehiev«>H the same result and the 
Legislature was forced to aidjourn in September without enacting a tax relief measure. - 
The political problem .generated by the "circuit breaker" as contained in SB 154, was 
simply that not enough, people got enough relief. Some 33% of the homeowners would- 
have received no relief and 50% of the homeowners would have received $85 or less. In 
retrospect, had the Legislature known the size of the impending surplus, he ante coi^d 
have been upped substantially - probably by enough to insure passsage. At this point, 
neither the Legislature me the Governor was willing to guess wrong and fac^ the 
prospects of a potential tax Increase. 

2» Senate Bill 1 and Propoeitlon 8 It is interertlng to note that unlike the two Watson 
Initiatives discussed earlier, the Legislature was unable to agree upon a substantial' 

The circuit breaker is a tax relief provision which uses income 
as one of the variables to determine the amount of relief. 
Relief is inversely proportional to income. I.e., in the case of 
two indi.v.iduals paying the SLme tax, the one with the lower 
income. would receive more relief. 
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proDerty tax relief paekaire to pose as a counter to the forthcoming Initiative assault. 
The optimist amoni? the legislators an^ed that there was ttlU time and an early Wft 
cnnclnionl could still reach the ballot by June of that year, nut once B^aln the 
Legislature became embroiled In the issues that had stymied action the year before. The 
Governor did not help matters when he called ai special session - several observers felt it 
made It more difficult to achieve concensus.; Bills with no Income redistributional, 
effects tended to get bogged down In the* llberaUy dominated Senate Revenue and 
Taxation Committee while those containing the Tdrcult breaker" could not pass the more 
conservative Senate Finance Committee. By this time a mild panic had begun to set im 

The Jnrvls-Oann Initiative had qualified for the ballot and the tax relief promised bv that 

j . ■ . . . . • 

measure looked truly gargantuan. Again the Legislature was hampered by the overly 
conservative nature of the surplus estimates. ' Had thei sljie of the potential surplus been 
known,' a more attractive ballot proDositlcMi m^ht 'have gained relatively quick 
approval. Finally, after weeks of Jockeying for position between members of both houses 
and .advocates for each of the distrlbutlcmar formulas,f^a'Jolnt inference committee 
approved Senate Bill 1 which successfully passed both houses on March 3, 1978. Its 
Implementation was conditioned upon the passage of Its companion SCA 6 (which became 
Proposition 8) on the ballot and the defeat of Proposition 13. SB I consisted of .five 
major and separable programs. Each dealt with a different aspect of the property tax 
oroblem faced by CaHfomla toxpayers: 

a. SB t would have Imposed limitations on property tax revenue growth of cities, 
counties and fecial districts. SB 1 would have allowed revenues to grow based on 
increases in the GNP index for the cwt of local government services. In those 
areas of rapidly Increasing assessments, SB 1 would have forced reductioils in 
property tax rates. The higher the reassessment, the greater the reduction in\tax 
rates. iBy utiibJng'a '"differential tax rate" as authorised by Proposition 8, s|p 
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recognized the historical trend for owner occupied prooerty values to iiicrease at a 
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- liite mi»K^ tppljHhf th« Mine local revenue limits to 

both fldM bf i^he^ip^ owiicr oeeuplef property/ail other property, SB I 

wptdd teve avowed/ tiix: reduetiont 'for homeowners than for 
owners of aQ othw prap4rty. Both .groups of property would have benefited by 
^ ' reduced growth in propwty taxeiAUn^ The tax savlnjs 

^ from these Umlte ;WO^,haye gro^^ It was estimated that bv 1981-82 

$1.5 billlbh in potentially .increased property taxes would have been saved by these 
limitSi ■ ■ ,, ..r.'^i' . ! .. , 

hi SB 1 woidd have provid<|d at least a 30% cut in homeowner property taxes beginning 
in 1978-79. Tliis reduetim was in addition to the current homeowner^ exemption. 



This cut wouldrhavf^been accompliahed byustate. awmption-ofJlhe_homeowncr'8_ 
sh^rie of major county health: and welfare costs, and cut in tax rates so that the 
total tax rate reduction including the reduction attributable to welfare, would have 
been 30%. . 

c. SB 1 would have targeted special, additional relief to lower Income senior citiaen 
homeowners and renters^by adding extra benefits into the Senior Citizens' Property 
Tax Assistance Program, and openihg.the.program to new recipients. 

d. SB 1 would have doubled the existing income tax credit for renters from $37 to $75 
and would have extended the credit to public assistance recipients for the first 
time. 

e. SB 1 would have imposed revenue limits on the state. All. revenues in excess of 
personal income growth adjusted by a 1.2 elasticity factor would have accrued to an 
Excess Revenue Fund. Such furtds woiild have been specifically designated for 
future ta]q>ayer relief and other limited uses. 

The California Constitution, Article xm, requires both uniform assessments and 
uniform tax rates for all classes^ of real property. Proposition 8 would have changed that 
provision. Proposition 8 would have authorized a split rate to permit a lower tax rate for 
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owner-oeeuDied dwellings than all other prooerty. It would have exoressly nroteeted 
commercial taxpayers from a shift thlt would finance homeowner^ relief. Unif(»>m 
assesBmentSy based on fair market value, would have continued to be required under^ 
current law. Propostion 8 would have permitted the dual revenue limits contained in 
SB \. These limits would have required reductions Jn tax rates for all prooertv when 
assessed value increases exceed the ((rowth in the revenue limit, 

'The provisions of SB 1 and Proposition 8, if approved by the voters, would have 
orovided only $1.4 billion first year tax relief as comoared to the $7 billion oromised by 
^Jarvis. The question most frequently asked in the lef^islative cooridors was "Is it. 
enough?", c 

The Legislature had finally responded to the challencfe of Jarvis-Gann just davs 
prior to the deadline for^ettin? measures on the statewide ballot, Unfortunitely, the 
size of relief and the complexity of the packa^^e caused one lon^y time legislative 
observer to note that the" measure was simply "too little, too late arjd too hard to 
understand," 

Some have opined that a similar measure enacted a year earlier would have been 
enough to forestall the Jarvis-Gann Initiative, Hbwever, most observers are of the 
opinion that it was so complex and looked like such a small amount of relief when 
compared with the ,Jarvis-Gann proposal that even an earlier, start would not have been 
enouo;h. They ar^e that the basic flaw with the le(;islatiVe response was that it was 
simply "not enousfh" and, the reason it vras comoaratively^small can be directlv attributed 
to the projections about the size of the state wrblus/ ^^^^'^^ ' ' ''^ 
E, Surplus . ■ ' ^ 

Before dlscussinc^ the changin*? size of the California stjrplus, it mav be helpful to 
discuss briefly the process by which the Department of Finance makes estimates about 
the state's revenues and expenditures. 

Within the Department there is a unit responsible for forecasting the state of the 



California economy for the next ftacail year. The difficulty of projecting the economic 
future for a state.aajargeand eomolex as the State of California should be obvious. It is 
this orb jectiwwhich^form^^ heafrt^of tlTHft Governor^ annual budget. 

' r"V^ -vrJfJ^ it^?^** ' >"?irf* -',^i*f '> . . • . ^ 

One of the contributing problems to the understimation of the size of the annual 
surplus has been the,,hatural proclivities of ^ the Department of Finance to make '^safe'* 
estimates. The reason, for the conservatism is the understandable tendency to protect 
against overly optimistic projections which might lead to expenditures in excess of 
revenues. This phenomenon, over time, inexorably results in the f precastfer's nightmare- 
the necessity for calling for a tax increase.' Even given the inclination towards caution, 
there is another, much moW powerful , e for the size of the surplus - the 

absolutely unparalelled economic growth in the California economy since 1973-74, 
especially in the two fiscal years preceding the passage of Propostion 13. For 1977, the 
Deoartment of Finance underestimated the state's economic performance in such areas 
as oersonal income, corporate profits, taxable sales, employment, building permits and 
new car sales (the largest increase m history - 24.9%). Again in 1978, the Deoartment 
underestimajted the state's economic performance in a ntimber of dimensions: personal 
income (strongest gain in 27 years) employment, taxable sales and corpora te profits. In 

y 

fairness to the DeoartmenVs prognostications, no other economic forecaster did much 
better and several were further off the mark. 

The economic forecasts cited above are a oart of the Governor's Budget when 
introduced. These e^timates^are then recalcultfted using more recent data and some time 
in May are amended and become the base for another unit within the Department of 
Finance to use for making revenue projections. Obviously, if the base portrays an 
unrealistically conservative estimate of the economy, the ensuing revenue estimates will 
be seriously understated. In jtjst one year, 1977-78, General Fund revenues were 
underestimated by $1.3 billion, using January 1977 as the basis for projection. Even the 
May revised, estimate was $1 billion short of the acttial revenue. This latter figure is 



especially significant because it is the last estimate the L^islature fitts prior to 
. enactment of the budget. 

At the same time that the revenue projections are being made, the Deoartment of 
Finance is also updating its January expenditure estimates for its May report to the 
Legislature. Just as it is natural for financial prognosticators to underestimate revenues, 
so it is natural to overestimate expenditures and for the same reason - to avoid a 
potential tax increase. 

Table 2 reflects the growth in the staters surplus since 1973*74. The year end 
surplus in 1973-74 was $180.1 million. It grew continuously through 1977->78, reaching 
^^^--1l3,686,l million on June 30, 1978. It is important to note that changes in the year enH 
surplurcccurred in^l^ and totalled $1.9 billion. (Caused by budget cuts generated 
as a response to ,PrQpositiOTlr3;)^S^ 

Table-^2^ . 

General Fund Surplus, 1973-74 through 19J7-78 

(in millions) 

1973-74 1974-75 1975-78 1976-1977 1977-T8^ 



Prior Year 
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688 .5 


$ 383.0 
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696.1 


$ 904.6 


$ 1,877.5 
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Transfers 
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,965.0 • 


,8.617.3 
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«612.8 


11,380^6 


13,695.0 


Net Expend! tures 


$7 


,408.8 


$8,267.4 


$9 


,471.7 


$10,495.1 


$11,781.4 
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or Deficit) 
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-443. 8)( 


+349.9) 


( 


+141.1) 


(+885. 5)( 


+1,913.6) 


Carry-over 
















Reserves (-) 


i 


178 .'2 


105.4'?' 




- 77.0 


105.0 


200.8 


Year-End Surplus 


180.1 


i 554.1^ 

— #f 


r 


■?31.8 


$ 1,712.1 


$ 3,686.1 



^^The size of the surplus displayed fails to capture its true 
magnitude until one realizes that in the period 1977'»78 and 
1978-79 the Legislature passed: a $4'.2 billion local government 
bail out in response to Proposition 13 ( it'^i's/assumed thi^t about 
the same amount will be made available in 1979*^80).; the largeist 
school finance bill in its history with annualfcosts aDproi>ching 
$1 billion; and the largest tax relief £fill in the state.^s 
history, again totall ihg almostr$l bi 11 ion ^the; first year. 
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ereAte confusion 



^ The ttfA and! eontbiuj^^ 

embamvin the subsequent Proposition 13 

cempatKni Ttie credibility of the^polltieilins in Sacramento was seriously eroded by the 
ebnsisteht overstatement of, the stated pri)blem Jn.deaKng with Proposition 13, Both the 
Governor and Ms Department i^^^^^ attaek by other state officials, most 

prominently the Controller "of state; and the State Treasurer, for their errors Jn 
atfmattone The Governor helped bring about the hlii^h visibility oi the sukipiui^, nrown 
thouctht it enhanced his national stature to be able to Doint to his record of fruf^allty and 
he used the surplus as a measure of his fiscal skills and conservative spending record, 
Althoufifh there is some evidence that Brown didn^ reveal all he knew about the size of 
the surplus and although, like other fiscal analysts, the Department of Finance portrayed 
a conservative bias, the bij? problem, in forecasting; the surplus occurred because of the 
unprecedented and unpredictable growth in state revenues which apparently exceeded the 
expectations of everybc^, except Howard Jarvis. 
F. Summary 

Although property taxes provided the focus behind the ^risvolt^ it is evident that 
other factors contribute^ significantly to the Jarvis^Gann effort. While the. incidence of 
the property tax was shifting more and more to homeowners, their other taxes were 
ro^vhig^at^^ rates. Revenue from the sales tax had doubled in five years and 
income tax revenue had^multipUed by six times in the last decade, California, in 
. comparison with other states^^waTa high*-ta}(ing state and was growing even more so. 

In spite of the growing evidence of the tax revolt, theJ^ie^laturc did not respond 
as they had earlier in similar situations and failed to provide the necessary relief^ J[n 
many other states there.are no alternatives to eonvineina; or "turning, out" a recalcitrant 
.'legislature. In California that is not the case. Its citizens have a fairly simple and easy 
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option • the initiative proeeas. Although past efforts to reform and reduce taxes by this 
process were not successful, those efforts served as precursors to the success that was to 

follow. 

Stung by legi^ative unreaponslveness t^nd the decreasing credibility of politicians in 
general (epitomized by the increasing distrust generated by the inaccurate surplus 
projections) the California citizenry wwe ripe for a "grass-roots" change effort. ^Howard 
Jarvis and Paul Gann provided the vehicle. ' 

ni. The Jarvis Gann Initiath^e 

* 

The failur* of the California Legislature to enact a meaningful property tax reform 
measure in 1977 lent impetqs to the efforts of Howard Jarvis and Pad Gann to out their 
own initiative on the ballot. Both had unsuccessfully sought to qualify initiatives before 
(Jarvis had failed three earlier times). Rut this was to be different. 

Jarvis, an offiei&l of the Apartment Association of. Los Angeles, Director the 
United Organization of Taxpayers,: and a long time foe of the property tax, concentrated 
hfa efforts to gain signatures in Southern California. The northern California effort was 
headed by the less bombastic, but no less persistent,' Paul< Gann, the self-i>rocl4timed 
leader of "People's Advocates?, a group dedicated to reducing the size of government. It 
was this interesting combination of the ebullient Mr. Jarvis and the restrained Mr. Gann 
that brought together in one package an anti-tax,^ anti-goverhnent message which was to 
deliver an unprecedented political victory.-ii '.' 'i^^'tu I'^f^^^^^^ . " 

Usinj, very little money, but depending on^^^ai^strong eomniunlty based organization, 
the Jarvi»-Gann biitiative qualified with a'record 1,2 million' signatures, almost three 
times the number requi_red. By December' 1977," the Initiative,^whioh was to become 

— ■> 

Proposition 13, had qualified for inclusion on the June 1978 ballot.* <f 

The nampaing that fallowed was one of the niost interesting and yplatile in the 
history of the state. Jarvis and Gann relied most heavily on local citizens groups who 
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were upeet by M^ii taxet end ^wutefur goveminent. Ctmpatcn eupport also eame from 
apartmenf house owners and other real estate froupa but it was the broad and ioeally 
bated,. dMpiy eofiMrned taxptyer groupe whieh formed the heart ef the organisation.^ 
Jarvli aiid Qann tuceetehdiy emphatlsed the role of the local grojps by encouraging 
them to form and organise their own local eampaignt> A algnlfleant portion of the 
eampa%n% siieee'ss ean be attributed to the pervasive utUisatlon of radio talk shows* In 
San Francitco and :Lee.Aiigelet.ene;ebuld hardly turn the mdle dM without hearbw the 
vocle of a Propodiibnl^Stpitickmsn^ talk iAk>w had the added advantalre of being a 
"no-cost" campaign' WMpon.; Jarv^ and Qaiin were astlsted by the cumpaign firm of 
Butcher aM Forde. * Althoi^h this otfanlsatlon had little radio and television experience, 
its campaign efforts were effective. The three campaign themes were entirely 
predlctablet anti-tax, antlifovemment expenditure, and antl-polltlclan. The "Yes on 13" 
campaign rhetoric Included such statements as "send a message to thosa popcorn balls in 
Sacramento", "eut^ the fat", "cut property taxes by two-thirds", and "Show the politicians 
who^bon". 

The "No on 13" campaign was almost tbUlly different. It was late getting started r 
a viable coalition was not formed until February or March of 1978. Th,e coalition, 
primarily composed of labor, business, education, good govenvment groups, public 
employees and various politicians, was brought together throu;^ the le&dership of the 
California Assembly Speaker, Leo McCarthy and a California Teacher Association 
official, Cel Rossl.^ One of the first actions of the coalition was to hire a highly 



^The list of statewide organizations In favor included-the Farm 
Bureau, the United Organization of Taxpayers and People's 
Advocates. 4^ . 

^The list of statewide organisations opposed Included the 
California Taxpayers Association, California Tax Reform 
Association, California Fire Services Coalition, State Board of 
Educatl.on, California Labor Federation AFL-CIO, League of Women 
Voters, California Teachers Association, Common Causej League of 
California Cities, California Su°pervIsors Association, California 
State Bnployees Association, Sierra Club. / 




sueeeasful and highly souRht after eampai|ni flrm^, Winner, Wagner and Associates.'^ 
Winnei^Wagner had been ipeetaeularly sueeeasful in defeating anti'^uelear initiatives in 
three states, including California, and in eampaigning successfully for a parks and 
beaches bond issue in 1976. In addition, their record of campaign successes for political 
candidates was equally impressive. However, several decisions made by the firm were to 
be criticized later by the^Proposition% opponents. First, Winner-Wagner insisted on a 
h^hly centralized, t$|(htly controlled campaign. Including the centralized development of 
campaign materials and TV spots. Many of the potential local supporters were nut off by 
the lack of local involvement In the strategy and implementation. Winner*Wagner had 
additional problems. By the time the opponents had organized an antl-ProposItlon 13 
coalition, had hired Winner-Wagner and had begun to solicit funds. It was getting 
perilously late to buy the crUIcal TV and other media time which is so vital to any 
California political campaign. Other critics«point out that the Wlnner^Wagner response 
was tepid when compared with the Jarvis campaign and that not enough emphasis was 
placed on the potential anti-education, pro-buslneai impact of Proposition t3. Perhaps 
the major difficulty the firm had was in deciding which one of the three themes stressed 
by Jarvis to attack, the dominant messages of the opposition were that the passage of 
13 would result b increased sales and income taxes or drastic cuts in service or both and 
that Proposition 13 contained no guaranteed renter relief. 

Part of the opposition strategy was to diseredit\Proposition 13 as irrational and 
irresponsible. The Proposition 13 advocates countered with television advertisements 
featuring Nobel Prize economist, Milton Friedman. Winner- Wagner countered with their 
own economist, Walter Heller, a move whic}i displayed thefreactive mode of the anti<^3 
forces. ! n " ' 

As if the battle was not sufficiently difficult, the, proponents were able to raise 

o 

i 

'jarvis-Gann even tried to gain their services — they refused. 
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.$2.S milljoh epmpared with the>.i|i.6 mOilon itbed by^the opponents. 

. Througfiout the eamptigni the stee of the state surplus wfs to be a source of 

continued embarraisment for the aritM3^ coalition members* Just as they made their 

point that Proposition IS would inevitably result In a major income or sales tax increase 

or a dl'astic cut in public servicesi another estimate would be released from the 

Department of Finance showimTadditional hundreds of miUtons of dollars available from 

the surplus. Jarvis was particularly successful in ani:uin(( that the impwtant services^ 

tlrci police and educationt would not be forced to undergo the kinds of cuts portrayed 'oy 

the oppositioni because the surplus was more than sufficient to avoid the problems. 

In February of ISTSf the public was a^ed its ?eaction to Proposition 13 by the JPield 

* 

Institute, a noted California based public opinion organisation. About 56% stated they 
were aware of Proposition 13, but ^nly 30% were* willing to take a position. This latter 
group divided 20% for, 10% opposed. Although early results showed a two to one margin 
for the proponents, the opposition took heart at tho large number of undecided and 
unaware voters. Field% experts stated that given the relatively low level of commitment 
at this point, strong legislative action prior to June 6 could have a great effect on the 
Hnal decisioh. About six weeks later, Field published his second assessment of public 
support for Proposition 13. His findings caused guarded optimism in the camo of 
ooponents. Field found that those who» now claimed knowledge of Prooosition 13 had 
climbed from $6% to 70%. ^ S2% of the total san^pled stated they how had an opinion and 
and of these, the suoporters barely edged the opponents 27% to 2R%, a marked contrast 
to the February results. The passage by the Legislature of a competing ballot measure 
(Proposition 8) was seen as an aid in eroding some of the support for 13. However, Fields 
surv^ closed on an ominous note, **...the proponent arguments, in general, promote more 
intensely positive feelings than do the arguments of the opponents.^ In May, the next 
round of Field results portrayed a still split public attitude with ttie supporters at 49% 
and ODponients at 39%. One of Propositi^ tS% major advocates, Assembly minority 
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leader Paul Priolo, was quoted in the Loa Angeles Times as stating, "It doesnt look all 
that good for passage of Proposition 13. Pd say iVs nip and tuck at this point." 

Two actions in May by the' Los Angeles County Assessor turned what might have 
been a close election into a rout. The Assessor, Alexander Pope, in an unprecedented 
action and 'under pressure front the Los Angeles County Board of Supervisors, made 
public residential reassessment notices in advance of their actual mailing, which would 
normally not have occurred until July. The results were devastating. About one third of 
the homeowners in Los Angeles County were ireassessed in 1978 and the resulting 
reaaseaiments", many increasing by 100%, and the larg^t in 30 years, triggered an angry 
taxpayers* storm of protest. Pope then dropped bombshell number two by proposing the 
1978 reassessments be frozen at 1975 levels (an Wegal poiiiy)."'?^^ action caused a 
negative reaction by the homeovmers who had been reasb^ssed' in the prior two yeaii. 
Pope hadt by his early announcement of assessments, ai^ed about one third of the 
homeowners and by his second action, alienated ihe remaiuing two thirds, especially 
when it was discovered he had no power to enforce his latter' promise. More than any 
single event, many observers alledge that the actions by Pope had guaranteed the 
outcome of the Proposition IS elections. 

The next Los Angeles Times poll on May 28, displayed the expected results. Now 
the ayes led the noes by 55% to 39% with only 6% "indecided. The legislative alternative 
was viewed with ambivalence by the voters and led by 47% to 41%, down from the 51% 
to 30% figure reported in late ApriL 

The Field P/»ii released June 3 confirmed the earlier Proposition 13 trends with 57% 
supporting and only 39% in opposition. It was dear by now that an overwhelming victory 
for Proposition 13 was all but inevitable. As if to underscore the victory, Governor Jerry 
Brown, who had been one of Proposition 13% most v^orous critics referring to it as a 
"r^ff" and "consumer fraud" and having accused Jarvis of "a kind of demagoguery", 
quit the campa^n trail and began making plans for its implementation. The media too 
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"hid etpturpd tht ^IfiMiiM tht :fnoifi«nt and the ^^tltfornta' Taxpayer RevoU*^ 
b^me tiM heart of^the^newtahd interview prof[ramt nationally. 

- The June S eleetlon^^reiults^wereNantiellmaetie. Only three of Calif omia% 58 
counties (San Praneiacoi i Rem arid tYoIo) opposed the Proposition as it won an 
overwhelminflf 64.7% .voter 'affirmatIon«^cProposition 8^ the legislative eounterproposalt 
was defeated SS^Tto 47%, never'havlnf been understood by the voters.^ 

In retrospect and 'in^spite-of the continued critiefiim of the anti-Pronosition 13 
campaisnf it seems that the. decision to Join the themes of anti**taxation with anti* 
government and anti-politicians was crucial factor for the campaign^ success. It meant 
that at no time was there a single focus for the anti-Proposition 13 advocates and when 
this lack of focus was coupled with the actions of the Los Angeles assessor and even 
more importantly* with the specter of the huge property tax increases which the 
assessor^ notices promised^ the resulte seemed preordained. 

It should be emphasized that the cfampaifjn was merely one segment in the long 
running Proposition 13 saga. Had it not been for, the tax growth^ giant surplus, and lack 
of confidence in the political system and governance mecbanism^ the campai(^ segment' 

might not^have taken place. Although the initiative has played an important role in 

* *> ■ 

California pplitical history, only. 26 of the 148 {Mt)p08ed initiatives between 1960 and 
1978 have even gotten on the ballot and of these only seven have been successfuL 

The success c( Proposition 13 was at least partially attributable to its relative 
simplicity* The Watscm Initiatives mentimed earlier suffered from the fact that they 
were more complicated than the legislatWe alternatives. This was not to be the case for 
Proposition 13 which, although poorly drafted and filled with confusing provisions, looked 
like a Dick and Jane primer when compared with its legislatively generated counterpart. 
Proposition 8. ... 

^The statewide polls all portrayed a lack of understanding of 
Proposi tion v8*s provisions. When the provisions were explained 
by the pollsters, those polled often expressed strong support. 

' <> 
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A. rProvblons of Prop08ti6n:>13 : . > ^ . r . 

• > ,1,-/- ... 1 V?;«f^, ia^-sii^.-vv^v <V':^1•),<v.^;^h^-*^^^ 

Jttvte md Gmh hit i^^^ poUtlcally liwljfhtful solution to 

tlie #aJ6r p^^ faced by Iti crae^ of a tax- 

«wttln«frinltlatlve. f hey disp%ed ohiy tte tox mechanb to others, In this 

^fc the Legislature and t^ QpverncM'i to so^^ deciding 
wWch gdwnifneiiti^ ait tr which dteriiatiVe revenUe Wurces to increase. By 

so doing, they effectively bluht<K! mu (b| the potential opposition who were uncertain 



(iivJ urabie to artte^^ concerns) a|»ut the impa^ of the iPropositidn 

pafficulau* proi^r^ ' ' , ^ 

The proronents of l^opositiOT could argue that' no essential services would be 
cut. "Essential" remained largely undefined and varied from. audience t6 audiencel but 
generaily included fire; polide and education. High on the "non-essential" list Were 
health and welfare. It is another of the ironies surrounding Proposition 13 that the "cits" 
were left to the same Legislature and Governor who were so thoroughly excoriated for 
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their 



The essential provisions of Proposition' 13 can be 



past irresponsible behavior, 
summarized briefly: 

Mmii Proposition 13 limits taxes on real property to 1% of the full cash value, plu^ 
such rates as are necessary to retire previously voter approved bonded\ 
indebtedness^ Since property is assessed at 25% of full value and taxed at a dollar 
rate on each $100 of assessed value, the 1% of full market value translates to a $4 
per $100- of assessed value tax rate.^ In 1977, the average tax rate wa? $10.32 and 
represented an average of approximately 2.7% of market value. Ii? addition to the 
$4 limftj a tax to repay previously voter approved bonded indebtedness is 
authorized. This adds approximately ah adaitional $00 the' average tax rate. 



-Since the Proposition did not eliminate existing state property 
-tax relief programs, and since ;tax r,elief is calculated after tSie 
1% maximum is determined, the ,e,f feet iv,e tax rate is actually less 
than 1%. , . . J 
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jpi^pB^^^ :ttWs8tat<» Legbitfture. to exceed the 

^ 2i R oM-iBaek Prcipoiition l3 rpUs back tlje "fiiU tax purnoses 

to the 197S^76<yali»tIon 0 Properties a8se8se<^ after 1975-7R must 

be roUcd tme^^^^ or sold after 

Mareh i975f would b^^ lb market value at the date of the construction 

or sale* Rolling aasesments bMk to tf^ creates, in effect, a double 

reduetiom bistead of a 1% iimit the additional loss of statewide assessed value 
growth makes It closer to seven tienths of 1%. ' 
3* Limited Assessed Value Increases Pi^pppsitipn 13 limits increases in full cash value 
to 2%^per mnum;^ newly constructed, or on which ownershio 

Wschcmg^^ 

A. ' State fax Increases Proposition 13 requj^ aiwo^thirds vote of both houses of the 
^gislature to^ fevy new ones, instead of a simole 

m|jdrity«. Since Ithe paliforni^^^ two-thirds vote for alt 

aj^rppriatimtbilb 8^ most tax inereiases include appropriation sections, the 
tworthijrdreqiU , 

5* JjQcai fax Alternatives Proposition 13 requires a twprthirds vote of the voters of 
local agmey^ taxes (other than proberty taxcfs)* 

Ih^mpst^djii^^ also would be required before 

* a ipi^i^gqyi^^^^^^ ^ 

. f Although Pro(^ its potential imnact on local 

government / 
B Projected Impact On :^Rw 

Proposition 13 is estimated to reduce the stated ags;rec;ate prooertv tax revenue by 

"The actual limit is the Consumer Price Index but not to exceed 
2%* Because CP* ta -?is projected to grow at a much faster rate, 
the 9,% limit Is, for all practical purposes; the real limit. 



approximately 57% 6r by appUltniitS7$rbii^^ 

billion lo» in property ttx revenue is Partially offset by an estimated $640 million which 
represents the decrease in j state subventions to local government for tax relief 
payments. Rethieed pfbbertyjtax payments would automatically induce increases in the 
state income and business and corporation taxes because property taxes currently are 
deductible from both. However, if high-unemployment results from the local agency 
revenue reductions, ' the state costs for unemployment, welfare and and medical care 
woukJ soar. In addition, drops in state revenue could be drastir because of reductions In 
sales and income tax revenue. 

State offictels. wefe faced with a dilemma in explaining the projected impact of 
Proposition 13 on state revenues and tax burdens. One set of assumptions normally 
presumed there would be no tax increases to provide for any replacement revenues, for ^ 

local agencies of government. This proved -to be a more realistic projection in the short t 

■ I 
run as it became clearer that the voters did not expect increases in other taxes to offset fr' 

the loss in property tax income. Although th<. Department of Finance a^d the Legislative 
Analyst went through the motions of projecting tax burden and tax incidence changes 
brought about by increases in bther state tax sources, most observers ignored these 
projections as being politicaliy unrealistic. • , ^ 

More relevant were^the estimates that related to how many doUars the state would 
redirect from existing revenue sources, including the state surplus, to "bail-out" local 
government. 

There were two extreme sets of assumptions upon which these impact projections 
were based. The first ease was made that the state would replace none of the- local 
agencies' lost revenue and the second that the' state would replace it aU. 

\ Under the first set of assumptions, known appropriately as the "doomsday" 
projections, public sector employment was projected to droo bv about 25%, prompting 
laypfif^ for about 270,000 employees. This would have the "ripple" effect, of sharply 
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"tocreasirig th^ irtateV %<etfa?« epftt. There would also occur 

a dramatic dMrease^to sector spending which woCild more than offset any increase 
iniprWatie. SMtor «cpenditure The Department of Finance, the Legislative Analyst and 
respected U.CU A. forecasters, projected income and sales tax declines. In 
add^ion, some analysts* estimated California would lose as mueh as $2 billion in 
purchasing power flowing out- of the state, primarily in increased federal taxes brought 
about by lower property tax deductions and property tax savings accruing to out-of-state 
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taxpayers* 

For the purposes of this paper, it will suffice -to describe projected tax burdens 
assuming that local agencies of government will be.s^ificantly •^iled-out" (they were) 
and that there wOl be no large seale increases in other revenue sources (there werenH). 

Essentially, Proposition 13 cerves to benefit both residential and nonresidential 
property owners in interesting waysj One of the compelling argumerts for Proposition 13 
was that taxes were being shifted from nonresidential to residential property taxpayers 
because of the eomparitively rapid growth ^in residential assessed value. Propositicn 13, 
by limiting the growth of assessed value, would stop that. However, because of the 
Proposition 13 clause which provides for reassessment upon a sale and because residential 
property changes ownership much more frequently than nonresidential, the shift of the 
relative burden from nonresidential to residential will continue, albeit at a reduced rate. 

Owner-occupied residential property will receive only about 3fi.B% of the total 
relief. Renter-occupied residential property about 18.5% and commercial, industrial and 
agricultural property about 44^7%. Since renters do not oay property taxes directly, it is 
difficult to assess the net benefit for renters. In any case, it is expected to be 
substantially below the $1.2 billion accruing to the owners of rental property. 

Individual ta^ayer benefits can vary appreciably and making assumptions about the 
incidence of taxes by level of income is a relativelv uncertain prooosition. However, the 
Legislative Analyst has prepared a table which, when holding other variables constant, 
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dispkys that the Impact of Proposition 13 on property taxes is mitigated by federal and 
state Income taxes. Table 3 shows that the reduction In property tax alone tends to be 
regressive but when state and federal income tax Interaction is included, the results art> 
tempered, With the largest percentage of tax relief accruing to low income 
homeowners. If, hpwever, homes occupied by lower Income citizens are resold at a 
faster rate than higher iilcome generating households, the advantage may be short lived. 

Table 3 

Illustration of N«t Tax Reduction at Selected Infeome Levels 
Married Homeowner With IVo, Dependents 

Net Tax Chan^ ^e 

Before ; After 

Average Current- ProposI- State/Federal State/Federal 
Total Home Law Net t Ion 13 Income Tax Income Tax 

Family Market Property Net Prop- Interaction Interaction 
income Value Tax erty Tax Amount Percent Amount P ercent 

$ 5,000 $30,000 $ 425 

10,000 34,000 505 - 

15,000 37,500 575 

20,000 42,500 675 

30,000 54,000 905 

50,000 72,000 1,265 

75,000 80,000 1,425 

/ t 

In sum, the largest portion of tax relief from Proposition 13 accrued to ownsrs of 
business, commercial, agricultural and renter-residential property. That proportion of 
the relief will grow as property tax burdens continue to shift toward owner-occupied 
residential property. Renters' relief is uncertain, but undoubtedly less theai the airiount 
of relief enjoyed by owners of renter-residential property. PlnaUy, when one takes into 
account federal and state income tax Interaction, the net impact of Jarvis Is not as 

regressive as It first appeared, but that may altered If homes occupied by lower income 

■ ■ • - 

citizens change hands at a faster rate than those owned by high income citizens. 

While the outcome of Proposition 13 for owners of property was undoubtedly 
welcomed by most, the projected impact on the revenues for local agencies of 
government was senn by supporters of those agencies as catastrophic. 
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in the/ foiipWih^ section we Wlii look at the estimated revenue losses for local 
Rovenrment caused the iMsaRC of Proposition 13. The State of California contains 58 
eouhtles, 413 cities, lilI4 school districts (ineludinj? community coll«?es) and between 
3i5dp and 4i060 special districts. The plethora of districts has caused several observers 
^ note that ihucK'pf thelg^^^ expenditures' can be attributed to the 

number of local enti&^which r^te^ of orfiranized overslijht, interdistrict 

eoordinatiwi and fiscal reaiionsibiityl v* 

It Is important to^emphasize the relative size of the revenue loss. In 1978-79, local 
government eiitltles. In California would have had total revenues exceeding $30 billion, 
ateent Proposition 13? WIth its passage, local govCT faced a devastating $7 billion 
loss In revenue; this i^preserits a 22 percent loss In total revenue and a 57 percent loss in 
property tex revenue. Quite obviously local afjencies most dependent on property taxes 
as a source of revenue would be- more heavily Impacted. Schoote were Wientially the 
;most adversely affected with a projected loss of, 30 percent of their total revenue. 
Counties were projected to lose 23 percent cf their total revenue, with cities bein^ the 
least adversely affected, losing a projected 15% of their total. Special districts vary 
widely in their reliance on property taxes that art average figure for their losses would be 
meaningless. * 

1. Counties The 58 counties in California provide a wide variety of services, some as an 
arm of the state, others as mandated by the'state and still others as desired by voters 
within each county.^ California's county governments reported general revenues of 
billion in 1977-78, of which 33.2 percent came from property taxes and 49 percent from 
the state and federal governments. Expenditures totalled $8.f?4 billion. An examit^ation 

7 ^ 

For further detail about projected Impacts on local agencies of 
government, see the analysis by the Legislative Analvst, An 
Anal pis of Propositi on 13. the Jarvls Cann ProDertv>ax — 
initiative , May llTTT^ T""^ — '• ' ^ 



of prior budpfets shows that four cateRorles account for over 90 percent of annual 
expenditures. Below, are brief descriptions of the major county programs; 

a. ^Public Assistance (40% of total) Counties provide cash assistance to eligible 
children and their parents whose income is below a specific level; cash assistance to 
eligible aged, blind and disabled; and administer the food stamps program. Counties 
are required by state law to provide for indigents who do. not have adequate means 
of support. There are many other county programs for which the counties must 
assume administrative responsiblity including Title XX Social Services, adoptions, 
and Work Incentive Programs. Most of these programs are state mandated and are 
not subject to substantial cutback at county discretion. 

b. Public Protection (19.6%) Currently funding for the California Court system is 
primarily a county function and most of the levels of support are state mandated. 
Expenses of the offices of the district attorney, the public defender and the gr«nd 
jury are all county responsibilities; Sheriffs, constables and marshalls are under 
county jurisdiction as a^e county jails and other distention and correctional 
institutions. Several counties also serve as providers of fire protection services. 
Thesn services, because of their nature, are difficult to reduce. 

c. Health and Sanitation (13.9%) Counties provide a variety of services dealing with 
health and sanitation. In terms of total dollars, hospital inpatient and outpatient 
medical services at county hospitals comprise a major county burden. Although not 
all counties operate hospitals, it is a majw cost consideration for most. In addition, 
counties o|fer environmental health programs ranging from afr sanitation to animal 
disease control. These services dd not generate much in terms of federal and state 

. doUaro and tend to make good candidates for county budget cutbacks. Much less 
vulnerable, because of substantial state and federal mandates are programs for 
personal and mental health as well as services for crippled children. Finally,' 
counties also offer sanitation services which in some counties are funded by user 



fp^^ m&6 the general fund. Proposition 13 will undonhtcK^lv create a 

gr^Mttf reliahM o^ fees. , ^ 

* General Functions (18.4%) These functions' include the general ooeratin*? exoenscs 
for the counties themselves and Include expenditures for the County noards of 
Supervisors, legal, fiscal, election, property management, plant acquisition, 
employee benefits and retirement benefits. ' Some of these programs would be 
susceptible to cutbacks, most notably property management and plant acquisition 
services which, because of Proposition 13, would result in a lartre reduction in 
workload. Further employee benefits and retirement funding could be reduced but 
the courts have noted that pensions, for existing employees cannot be reduced 
without violating the federal and state constitutions, 
2. Cities . Cities, unlike counties and school districts, do not olace heavy reliance on the 
property tax as a source of revenue (only about 15% - 20% is the average and some cities 
do not even levy a property tax). City governments in California are seen as having the 
major responsibility of resoonding to local nectds, " Consequently, there are fewer 
mandated state and local programs, and fewer state and federal dollars. Over 85*^ of 
city expenditures occur in three ai sas: 

Public Safety (32%) Police operations consume a large proportion of the average 
city budget (20%) with fire protection second. These services are in such high 
demand by constituents that significant reductions in^ service levels are extremely 
sensitive. 

Public Works (22%) Sewage and waste collection and disoosal, street reoair and 
lighting are among the most prevalent exoenditures here. !\1any of these services 
could become more reliant on user fees as a funding source. 
General Go vernment (31%) Retirement, insurance and building ooeration and 
maintenance make up the largest municipal costs. Some functions are mandated, 
but most are localljr optional and, as such, could be trimmed or have costs reolacod 
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by other taxes or fees. 
3i Special Districts SoeeiaT^lstrictsjMjeJocaMfov^ entitles which ere .Wmed to 
*Drovide services or to comDliment city or county servIceSr-Ot-the^OO or ao special 
districts, most are formed bs general service districts with a substantial numberomre- 
protection and maintenance districts, the most frequent service required by special 
districts deals with lighting foUbwed by water supply and fire orotectlcn. Prooosition 
13^8 Impact on specjal districts varies greatly between, types' of districts. Those which 
rely on user charges or fees (entwprlse distHcts) are -much less neigatiyely impacted than 
^ those districts which do not (nonenlerprise districts)? In i975-77, nonenterpri8e-dlstrlcts 
wei-e supported by $1.25 billion In property tax revenues. the-avera«fe enterprise district 
would lose only about B% of Its revenue while the average within the nonenterprise is 
estimated at about 28%. - 

There are two important exclusions about special districts. First, many of the . 
enterprise districts are In little or no need of state fiscal assistance and second, 
Proposition 13 must give encouragement to recent efforts to^consoildate the tremendoas 
numbert of existing districts, which have historicallv made It 'difficult to insure fiscal 
accountability and have made Jt virtually impossible to establish a meaningful set of 
local government priorities. Of the special districts, fire protection is the most visible 
and among the most popular, 
n. Projecteri Impact on Schools 

The Cnlifornia school system, both in terms of variety and size, almost beggars 
description. There are about 4.3 million public school pupils enrolled in the state's 7,nnn 
public elementary and high schools. These schools are organised into 1,044 s;iparate 
school districts ran<jinsr in size from less than i n to over one-half million students in the ^ 
Los Anpreles Unified School District, Another 1.5 million students attend one of the in<? 
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eo\\%^pi^\ti>X\¥klf^^ eommufritvt^GUc^e syttem*^ The combineiV total means 

Jhat nearly, one quaf^er;oi(^(California%^^^ a>py3 the a<?e of foui* are enrolled in some 
kind of public sehool/inttruetional proflrram. Over one^'third of the annual state (reneral 
fund expenditures m;to, meet the needs of theae owolb and their brethren enrolled at the 
University of California and the California State Universitv and ColieiBres« 
X. K!n<^enrarteh thmuffh Grade Of the kiijde?ftarten tbrou«fh ?rr«df t*> enrollment, 
over one million come from, homes Where ^iimily .income i« below the federal definicion of 
i^grty. Over 3nf>,0R0 ^isDlay little;or no facility in the EnftHsh lanffua<?e> ond another 




4!50,non have defina6irtfn«tealor''me^^^ 

In ^trades K-l? about $9.5 billion was orovlded-to-schcob in the 1077-7^? fisn^l venr 
from state,, local and-^federal sources. The staters share reoresenfefl^5r?rntlHon 
38.2% of the total. Local orooerty taxpayers contributed $4.^ billion or while the 
federal government assfeted the schools with an $850 million (7.^*^) aDproorintion.^ Of 
the- total fundinjf sourc^, ncarJv $1 billion is soent on one of the twenty-five* or so 
cntegorfcal aid proitrams - many of which are criiencd meet the special needs of 
bilinia^al, cconomiceUy dfaadvontafrc^l or handlcanped ouoils* California's scho.ol hudfijet 
exceeds the total budget of most states, many countries, and is larf^er now than the total 
budget for thciState of California a decadf< af?o. 

School fin^ihce in such a larpfe and diverse state is obviously a oroblem, osoeciallv in 
terms of magnitude and equifv. The sliti^htest adjust¥nent in a sc'iool aid formula mav 
cost hundreds of millions or even billions of dollars and ma<r create unforeseen inequities 
imoactin^ millions of students. The late 19«ns was a oeriod of innreasin<5 av.»areness that 
somethinsf was terribly amiss within California^ school finance svstem. '^ni Svstem, 
like most other school finance systems throtisfhout the nation, was based on the 
foundation pro-am concent.^ That concept, which vras orlcrinally devised to correct 



^Another $500 million comes from food sales, sale of orooerty, 
sale of bonds, interest, fees and rentals. 

The foundation program c^enerallv pro ides for a base level of 
support for each student. If a district has lov/ orooertv values, 
the state steos in with additional suooort to <ruarantee the base. 
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Interdbtrtet expenditure variations, had failed to achieve iti task because of the 
relatively low level of the foundation profframs eompared to average expenditures and 
the tremendous .assessed valuation, differences beti^een districts. In 1970-71., for 
instance, the following ranges existedt 





Low 




Assessed value/ADA^'^ 


$75 . 


^1,053,000 


Tax ra«te^") 


$.39' 


$ 7,83 


Expenditure/ADA ■ 


$420 


.$ 3,4*7 


NOTE: ^'Usseased value - 


1/4 of market value. 





ADA « average daJly attendance. 
'Tax rates are hvied n each $100 of Assessed Vaiue. 
These ranges tend to overdramatizr~fKe~aetuaU)jf^r^^ by emphasizinj? the 
differences between the extremes. Howyer, the variatipns were quite substantlanrthat 
yew and growing ever more so. The foundation program concept embodied a fixed tax 
rate so that as assessed values grew:,a district's revenue grew automatically. The more 
dependent a district was on the property tax for its revenue and the greater its assessed 
value growth, the faster its revenues increased. - 

a. Serrano I In August of 1971, the California Supreme Court, in the case of 
Serrano v. Priest, ruled that the system just described failed to meet the e(jual 
protection clauses of the United States and California Constitutions.^® The court held 
that the finance system "invidiously discriminates against the poor because it makes the 
quality of a child% education a function of the wealtli 'of his parents and nei?hbors." This 
decision was to lead to a series of major reform efforts In California as well as a series 

^^For a fuller discussion see John B. Mockler and Gerald 
Hayward's "School Finance in California: Pre' Serrano to the 
Present" in Jouranl of Education Finance . Soring 1978, Vol. 3, 



df eourt ctitllm^ v. t » 

b* 8«wtt Bill M The LeglilttUN rtteted to Serrtno with uncommon speed and in 
1972 Senate BUI 9O9 ^touted Jby Its advoeatee as **Califomia% greatest school finance biU*^ 
and 19 ite critiet jit\a>*Yteed enacted. In conjunction 

with the Semno mandate, At%to otherj^faetors^eontrlbuted to changinf^ the political 
cUtnete makinf the pacagevlof thli blU^ a^reality. ^ First, Calif omia% public schools 
eapt'claUy those of lowefr Health, had been starved by the conservative fiscal policies of 
^ Governor Reagsn. Wilson Riles, the newly elected Superintendent of Public Instruction, 
testifying tnefore the 8enate^Bdueatlon*Comi;^ittee in I97I, offered dramatic evidence 
that there was a genuine school finance crisis T;hen he noted^ 

30 California school districts went broke in 1970 and had to apoeal to the 
Lcgislature^for loans. ^^^^ ^v< . - 

~ 9,000 fewer terchers were employed in spite of an increase in enrollments . 
~ 2S percent of the districts reduced tr^e number of classroom teachers. 

California had slipped to 22nd in per pupil expetiditures. 
^ The state also dropped to 42nd. among the 50 states !n class size, tied with 
— ^Alabama. 

— California dropped to^tTln'^state aid4o.lQcalTChools« 

Next, there were definite signs of what was to become aiTevef Tnereasing - 
phenomenon, a property taxpayers^ revolt. The Legislative Analyst's annual report 
showed the percentage of the stated share for public schools declining from almost 50 
percent In 1953-54 to 31.1 percent In 1971-72. This,- of course, meant that the major, 
burden for increased education costs was consistently being shifted to the local property 
taxpayer. • * 

For California in 1970, property taxes generated $5.23 billion dollars, representing 
47 percent of all state and local tax revenues. The next single state-local tax source, the 
sales tax. generated only about 1/3 of that amount. The schools, heavily dependent on 
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the property tax, felt the crunch and 2/3 of aU tax override and bond elections were 
defeated. 

Far more frightenini? to the Legislature and the Governor than a recitation of data 
about the incidence of property taxes, was the Watson Initiative, the brainstorm of the 
Los Anijeles County Assessor, Phil Watson.' iUthough Watson^ Initiative was councUy 
defeated by the electorate in November, he scored particularly tellinsf points regardinj? 
the property tax revolt and the past inability of the I^islature and the Governor to 
respond to the demands of the citizens for relief. 

Fearinjft. political disaster for both parties, the Democratic Speaker of the 
Assembly, Bob Moretti, and Republican Governor Reagan joined together to organise a 
coalition around the Governor's property tax relief bill. In the hope of soliciting support 
from the educational establishment, provision for new aid to schools and some Serrano 
jcompliance features were added. 

Althou^fh perhaps >iot as important as the property tax problem, it is clear that 
Serrano was a highly .salient political force in school finance legislation during the 1972 
session. The case emphasized the plight of the low wealth school district and gave added 
impetus to a large number of measures, including SB 90, which did succeed in reducing 
the expenditurTdlsparity-between low and high wealth districts. ■ 

Although Sn 90 failed to alter the basic foundation program ^approach to school- 
finance, it, along with AB 1257, a "clean-up" biU'.of the, next session, did contain 
important Serrano related provisions; .--tv . 4:j\ri ^ii'- ^• 

i» FoUndatiCTi Program Increases SB 90Jncreased the elementary guarantee from 

> ' . ■ - - 

$355 to $76.5 per A.D.A. (a 115% increase). The high school program increased 
from $488 to $950 per A.D.A. (a 95% increase). These measures assisted in Serrano 
compliance by "levelling-up" low expenditure / districts (and perniitting tax rate 
• reductions in low assessed value.jdistr.'cts, whether high r or . low expenditure. 
Automatic inflation adjustments were ; also, introduced, which -tended to keep the 
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stated shire of school afd at a hif^h^r p^centatre. 
2. Revenue Limits By^placlnff a tax rate system with a differentiated revenue limit 

scheme, two additional Serrano Velated. reforms were initiated. Revenue limits 

•V-'- " - - 

moved future growth in expenditures away from beiwf a function of the Ptrowth in 

• :.;'w^n\. f. -tM-. ■ . -"irii, , ■;.-(• 
• assesed valtuatlon, as h^d occurred under the tax rate system. Under the SB SO 

! .^<:; • .'v'M . ' 
system, if assessed value (srrew at a faster rate than the oeVmitted revenue limit 

adjustment, a tax rate reduction automatieallv occurred. An even more 

feature was the "squeeze" factor applied to the annual irjflatlon adjustment. 

California^ revenue limit concept permitted school districts with revenue^ below 

the new foundation program amount to grow^fiTrate of up to 15% oer^ear until 

they reached the foundation leveL^/Districts at the foimdationlevel were 

authorized to increase expenditures by an inflation factor of about 6% oef year! 

pro-am were "squec^cec^^^ bv beinqr oermitted to 

\ ' w 

increase their e?cpendltures by less than 6% per year*^ 

v. * • 

3« ReductlOT of Permissive Overrides Prior to SB 90 California school district 
governing boards were authorised to levy numerous tyoes of permissive orocerty 
tax Increases without a vote of the citizenry,* These "permissive" overrides 
increased the wealth advantage of hlf?h-assessed value districts and hv eliminatinjj 
the authorization for future Increases In most of these taxes, SB ^0 served another 
Serrano purpose* . * 

The first round of Serrano responses focused on expenditure disparities and tax 
relief for low wealth- districts. ^Howeye subsequent vears, hipth wealth districts also 
received substantial tax rollback islnce assessed values often jjrew at a faster rate than 
their permitted revenue limit adjustments, thus producin?r sizeable tax rate reductions. 

^Hlgh expenditure districts wece, In effect, double equeezed. 
The allowable inflation adjustment was aoolled not to their own 
revenue limit but to the foundation proorram which was lower. 
Very high expenditure districts sometimes rrot onlv a X% or '^^ 
increase. * • 
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. Finally, it Is important to note that SB .90 contained $82; million for the 
Educationally Disadvantaged Ybuth Acti a program for districts with high percentages of 
famjly poverty, -bilinguaiism and' pupil transciency, along with $25 million in 1973-74 an(J 
fi1j!'iM!°" ^" 1974-75 f or, the Early Childhood Education Progi^m, Superintendent of 
Schools WUson JRi^^ for reforming and restructuring K-S education. 

c. Jefferson Shortly afterthe passage of Senate Bill 90, trial commenced in a liOS 
Angeles Superior Court with Judge Berhisird Jefferson presiding. Before the trial was 
completed, the legislature enacted another statute, AB 1267, and the Supreme Court of 
the United states issued its decisiixt in Rodriguez, the court held in Rodriguer. that the 
Texas school finance statute, a foundation program svstem similar to California's/ was 
hot in violation of the equal protection clause of the Fourteenth Amendment to ihe 
United States, Constitution. 

In spite of Rodriguez, Judge Jefferson found that unequal district wealth, as 
measured by assessed value; produced unequal, educational revenues and that unequal 
revenues produced unequal education quality. Having further found that education was a 
fundamental interest, the court reaffirmed that unequal educational opoortunitv was not 
permitted by the California Constitution and that the CaUfornia public school financinpr 
system was therefore unconstitutional. 

Jef f erson cgave the Legislature until September t, 1980, to reduce any wealth based 
exoenditure differences to substantially less than $100 oer ouoil. The decision found 
three features of the state's system to be particularly onerous: 

First, the failure of the state to correct for wealth-based disoaritios in 
expenditures. ^ ^^^^^ 

Second, the failure to eliminate the basic aid tjfovision (a $125 per A.D.A flat ^rant 
for all the state's A.D.A). Bas?c aidjs distributed equally regardlgss of district wealth 
and actually exacerbates wealth related disparities. ^ 

Finally, failure to orohibit oermissive and/or voted tax rate increases. The former, 
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wAieh require onlyt board approval, the latter, which require voter approval, both 
result in greater expenditure variations. 

The Jefferson ju^ement was appealed by the defendants and ai^ain the issue faced 
the Supreme Court. In the meantime, two additional school finance bills were successful, 
SB '220 and SB . 1641. Both bills increased foundation programs, (the ^eveUing-up^ 
approach), in order to reduce expenditui;e disparities. ^ 

Serrano n On December 30, 19.T6,.the^_alifprnia Supreme Court reaffirmed 
Serrano I and Judge Jefferson^s Judgement by a narrow 4-3 vote. The court 
acknowledged the positive steps taken by the Legislature in enacting four school Hnance 
bills since Serrano I, each contributing to Serrano compliance. However, the court found 
the arguments of the plaintiffs about the inadequacy of the remedies compelling and 
declared the financing system invalid as denying equal protection of the lavy as 
\aranteed by the CaUfcKrnia Constitution. 

e. Assembly Bill 65 The Legislature and the Governor fully expected Serrano n to 
results as it did. Both houses of the Legislature and the respective staffs of the 
Department of Education and the Governor were all at work constructing alternative 
systems, treating simulation models, testing hypotheses and evaluating potential revenue 
sources. Shortly after the decision. Governor Brown introduced his Serrano compliance 
proposal and\ Assemblyman Leroy Greene, Chairman of the Assembly Education 
Committee, agreed to carry it provided certain amendments could be agreed upon. 
Senator Albert Rodda, Chairman of the Senate Finance Committee, introduced Senate 
Bill 525, the princiiml competing measur^^ Both bills had similar Serrano provisions but 
with different emphases* The Governor^ bill, AB 65, stressed reduction of tax rate 
disparities and large categorical aid increases, while the Rodda bill concentrated 6n the 
reduction of expenditure vli^iatims and included on^^inor categorical augmentations. 
Since it was clear that eac^K of the houses would support the bill of its chief school 
finance expert, a conference \ommittee to resolve the differences between the two 
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houses was inevitably The final eonference committee report on AB 65 was accepted 
unanimously by ths six confereia and adopted overwhelmIni?ly in both houses. The 
success of the measure Was at least partiaUy due to the comprehensive nature of the 
legislation and its broad appeal to several competing and highly vfaible demands. 
U — Expenditure Eouitv Substantial foundation prWam increases totaUih? $1.8 biUion 
were approved, moving the foundation program level to what would have been the 
75th percentile of base fpv^ue limits umier the $B 90 system. This was to have 
been aeconipHshed over a thre^^ear phase period.^ ItV estimated that this feature, 
combined with the "squeeze" factor, would haye .resiilte<Jrin ^5% of the state's 
A.D.A. with base revenue limits within a ^200 expenditurXband bv ^.981^8!?. 
X Tax Rate Equity Six features in the bill contributed to the\ignificapt reduction of 
tax rate differences between districts; 

. Elimination of "Slippage" As assessed values increase faster than state aid, 

o \ 

the foundation program operates automatically to shift a higher prooortion of 
school funding from the state to local property taxpayers. ThisVhenomenon is 
known as '^slippage". AB 65 guaranteed that the current statVloc&l ratio 
would have been frozen, thus eliminating "slippage". \ 
Guaranteed Yield Program The Guaranteed Yield Program was ^ wealth 
equalizer for all but the most wealthy districts. This feature provicled that 
the state would guarantee, by increasing state aid, that for any given ttrate 
in the district" covered, an equal revenue would be produced. Some 8f^ of 
the A.D.A. of the state resided in such districts, 
c. Recapture This provided for the recapture of a portion of the wealth of tlie 
highest assessed value districts. By requiring these districts to phase in a\ 
uniform tax rate per dollar of exoenditure which was applied to an increasin.T ^ 
amount of the difference between the district's revenue limit and the 
appropriate foundation program amount, tax rate disparities were to have 



been re<^eed. This tax rate was to have been applied to the district's assessed 
value and the difference in revenue was to have been returned to the state. 
This was a highly controversial feature of AR 65 but would have fallen short . 
of the 100% recepture which would be required to provide absolute district 
power equalizing. 

d* Minimum Tax Rate This required all districts to levy a minimum tax of $1.00 
for elementary; $.80 for high school and $1.80 for unified districts. It had the 
effect of raising excess revenues in those few districts so wealthy as to be 
able to fjnd their programs through a tax rate less than the minimum. Most 
of the money is produced by low populated, extremely wealthy rural districts. 

e. ^ Equalized Lbcal Ta^es ^This provision insured that all future voted property 
tax increases^wciuld b4^ totally wealth equalized. That is, for anv future 
successful election in anv district in the state, anv criven tax rate would 
produce equivalent dollars of revenue per oupil. This is in direct response to 
the Serrano n decision, in which the court found the lack of any similar kind 
of provision the single most objectionable part cf the then existing school 
finance system. 

f* Reduction of Basic Aid - A minimum of $120 in state funds per pupil is 
guaranteed by the California Constitution. An additional $5 was provided 
several years ago by statute. The Legislature merely repealed the statutory 
$5, a modest reform. • 
Educational Needs The Legislature and Governor responded positively to the needs 
of the educationally disadvantaged, bilingual pupils and all special education 
students. Almost three quarters of a billion dollars was provided for. these 
programs over a five year period. The needs of urban districts were also addressed 
in this bill, which benefited those 19 largest school districts with the hiprhest 
incidence of categorical aid students. 
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*• Educational Reform Since 1972, the Legislaturcj acting on the request of 
• SuDerintendent Riles, had been moving to provide more discretionary funds at the 
school site level. Ths beginning of this effort was Early Childhood Education 
(E.C.E.). This thrust provided $140 per pupil at the school site level to modify the 
governance and educational structure at such schools; The concept was that 
teachers, parents and site administrators ought to have more say over how funds 
were utilized at the school site. The allocations were permissive. That is, no 
school district had to participate. If a district chose to participate, it had ta (1) 
have a school level advisory committee, (2) prepare a detailed school level plan 
which included a needs assessment of each pupil, and (3) agree to address the 
individual needs of each child in the school in grades kindergarten through grade 
three. Each school was evaluated both internally according to their adopted plan, 
and externally by state-hired evaluators. AB 65 modified the provisions of the 
initial E.C.E. legislation, ''changed the name to School Improvement Program 
(S.I.P.), and applied the modified provisions to Grades K-12. Funding was provided 
to allow approximately 50% of the elementary school (K«6) population and 12% of 
the secondary school (7*12) population to be included in the [Hrogram. 
In sum, AB 65 was a massive $4.3 billion, five year comprehensive educational 
package, responsive to the full array of , educational demands on the state made by 
differjsnt groups. As a result, it was easily the most significant and popular of 
California's school flnance measures. The leadership in both houses of the Legislature 
Joined with the Governor, the State Department of Finance, the Superintendent of Public 
Instruction and the State Board of Education to defend the new statute vigorously against 
any future legal challenges. 

Plaintiffs, however, were not quite as sanguine about the passage of AB 65 and 
argued that its provisions fell short of the standard of compliance called for by the 
courts. 
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, however, joined as oiie voice to oppose Prboosition 13, arguing that its 
passage WouW 8l(?rilficantly erode the profress already accomplished. 

Projected K"12 Impact -The uncertainties' associated with, any analysis of 
Proposition ^3 prior to its' passage were great. Aii almpst infinite number of potential 

distributions could occur. However, some estimate of the impact was necessary and 

** • • ^ 
most observers assumed that schools would get a pro-rata share of the $4 limit (excluding 

bonded, indebtedness) and that there would be no changes to existing school finance 
laws.'^^ ' •= ^'^I^S^'^Jti^i^-JiP-^Vi-,-' - ' i-f^^^^^^ 

Absent any state replacement revenues, schools K-12 expected to lose about 56<¥. of 
their property tax'^reveriiiea^d about '30% of ""their total revenue, with community 
colleges losing a slightly larger amount In* each category. The Jarvis-Gann Initiative 
created a distributional Irony high wealth districts which had historically received little 
state aid because thefr property tax revenues were sufficient, were projected to suffer 
the greatest losses. Conversely, c low health' districts with heavy reliance on state 
suDDort and relatively little depend^nce'on local property taxes were expected to emerge 
with a. much less damaging result. Two examples of this phenomenon should suffice. 
Baldwin Park, a low wealth/low expenditure district, would lose about of its 

property tax revenue, but because that is such a small portion of the district's total 
revenue, it woufd lose onl^ 16% of its total state and local revenue limit. Tleverly Hills, 
a high wealth district, on the other hand, stood to lose 'i5.fi% of its property tax revenue 
but since it had such little reliance on the state for revenue, that fiprure reoresentcf' n 
61.4% loss of total revenue^ If there were to be no additional state dollars, the low and 
high wealth districts might find their relative positions precisely reversed. In absolute 
dollars, Haldwin Park would stand to lose $237 per A.D.A and Beverly Hills $1,759 per 
A.D.A. The passage of Proposition 13 precisely reversed the Serrano problem. Instead of 

^'See a document prepared by the Assembly Education Coirmittee 
staff, "Jarvls Initiative - Impact on Schools". 
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providing added dollars for low wealth districts, the state would now be forced to provide 
more state dollars to high wealth districts or stand watch over their demise. 

There has long been an extended and heated debate in California about the 
approproate manner in which additional state funds should be. allocated to local school 
districts. Most of the '^educational establishment** has preferred the '^general aid" 
approach allowing the maximum flexibility for local school boards to determine 
expenditures. Others have emphasized the ^^categorical aid** approach, targeting 
incremental dollars for special students (disadvantaged, handicapped) or special programs 
(schoo.^ reform). The passage of Propositfon 1 intensified that debate • each side 
arguing that the cuts ought not to be at the expense of their favorite distributional 
mechanism. Targeted for extinction by some were such programs as driver training, 
programs for mentally gifted minors and bilingual education. Others, fearful that certain 
of their favorite programs, if left solely in the hands of school boards, would be 
decimated, advocated protective legislation forbidding school boards to 
disproportionately cut programs such as child care and programs for the handicapped. 
Since the^ total amount of dollars annually spent on categorical aids in California 
approaches $1 billion, categoricals offered an inviting target for potential reductions. 

The carefully honed, comprehensive provisions of Assembly Bill 65 were placed in 
serious jeopardy by the passage of Proposition 13. The foundation increase :i designed to 
"level up" to Serrano compljance were placed at risk. All of the tax rate equity 
mechanisms were rendered totally inoperable. Funds previously set aside for growth in 
aid o for bilingual and disadvantaged pupils and for Superintcfndent Riles* School 
Improvement Program were suddenly fair game in the search for potential cuts. 

The almost ten years effort to achieve s^ificant, comprehensive school finance 
reform would be quickly and effectively, and perhaps irrevocably, destroyed by the 
passage of Prooosition 13. 

On a more specific, district-by-district level, school superintendents painted 



jibartrbus pietures^^^^b^^^ occur, absent state "aid. Massive teacher lay-offs, 

strlkM and schoolel<Niures, were eoiij.mpn predicted results. Substantial Increases In olass 
size, the total, dimlnatipn of athletics .^ reducilons In home-to-school 

busing were also piMlcted.^jProgram. cutbacks In'muslc, the arts and college preoaratory 
courses were also for?i^n.|,. Less often mentioned, but hljfhly visible possible cutbacks 
were also expected to. occur In school construction and maintenance. Summer schools 
anxi adult programs would have to be aU but eliminated. The public was given the picture 
in hundreds and hundreds of newspaper articles, radio soots, service club luncheons and 
even in messages carried home, by pupils, that the effect on the school district in which 
they resided would be disastrous. ,.:i^i h;> " » 

2. Community CoMetfes-^^Califomla's lOfi community coUeges In 1977-78 served more 
than 1.3 miUion students with the foUowlr • diverse char^acterlstlcs: 
-Three-fourths were part-time; 

—Most worked full or part-time; - 
-One-fourth were over 35 years of age, the average being 28; 
—More than half were women; 

-30% were from minority racial or ethnic backpfrounds. 

In the 1977-78 fiscal year, community collefires received over $1.3 billion in total 
federal, state and local aid. The, state's share represented $570 million or 43% of the 
total. Tx>eal orooerty taxpayers contributed $f;<;7 million, or, 50%, with the federal 
government contributing only $90 million (fi.7%). ^ 

The community college oro^rams have been amicably referred to as "oeoDle's 
colleges" by virtue of their many sites and their no tuition and open admissions policies. 
Their programs include courses for transfer to other institutions of higher education, 
vocational and technical courses leading to employment, general and liberal arts courses 
and community services. 

The community college system of school finance has also historicallv been based on 
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Vtm foundation program concept. In fact, the system prior to 1972-7^ closely paralleled 
the K-12 system. The problems which brought about the court challenge of the K-t2 
system also pervaded community college finance. The 1972-73 range in expenditure per 
A.D.A. was from $814 to $2,173. The disparity was caused precisely by the same factors 
that generated the K-12 disparities - an unrealistically low foundation program and large 
disparities in assessed value per A.D.A. between districts. 

a. Senate Bill 6 Senate Bill 6 was passed in 1873 to place the community colleges 
under a revenue limit mechanism roughly equivalent to that in Senate Bill 90. The 
t^evenue limit provided for a base year amount per A.D.A. with a built-in annual inflation 
factor. Like the K-12 mechanism,- if assessed value grew at a faster rate than that 
provided in tlie limits tax rate reductions automatically occurred. Iri order to converge 
the wide di!^>arity in expenditure, the Legislature utilized a "squeeze" factor by providing 
lower inflation increases to districts with high revenues pet A.D.A. and higher increases 
to those with low revenues. 

The revenue limit concept, while appropriate for K-12 with a well defined clientele, 
created tot community colleges a tremendous incentive to increase A.D.A. Each new 
A.D.A. would generate a full revenue limit amount. The amount generated far exceeded 
the marginal cost of adding an additional student and enrollment grew rapidly in response 
to this incentive. State apportionments, in fact, grew so rapidly that the Governor and 
the Legislature imposed a 5% "cap" on increases in the number of state-supported A.D.A. 
for 1975-76. The "cap" created a new set of inequities, especially for districts which 
were located in areas of rapid population growth. Declining growth districts were not 
adversely affected. 

b. Senate Bill 1641 In 1976, the Legislature enacted SB 1641, an omnibus measure 
which dealt with a number of school related issues, most importantly community college 
finance. SB 1641 abolished the cap, as well as the foundation program and revenue limit 
mechanisms which had prevailed in SB 6. The new system called for a modified return to 
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i tax rate control mefehantom, provided state aid at a rate lower than in SB 5 and tied 

total local revenue to assessed property value, irrespective of the number of students. 

The" new program reduced the inc^tives for growth in A.b.A. and contributed to a 

leveUinfr off in district enrollment.^^ 

c» Projected 'community College Impact Just as for the K-12 districts, the 

relative stability of a reasonable, workable community college funding mechanism would 

'.\ .■ .1 r 

be shattered by thej.paasage of Prbposltioa 13. Again like K-12, community colleges 

faced the reversal' problem'.- now the state would have to contribute more state dollars 

to the high expenditure^."di8trlcttf if tijey were to continue coeratlng. 

Since eommunity;colleges were slightly more reliant on property taxes than were 
school districts. It might appear that the estimates regarding impact would be even more 
pessimistic. However, two factors significantly rWuced the likelihood that community 
colleges would be more negatively damaged than would k-12. Community colleges unlike 
K-12, have a highly variable number of potential clients. Simply by increasing or. 
decreasing offerings, or by enlarging or' diniinishlrig promotional efforts, the numbers of 
students can be effectively controlled within limits. K-i2 does not have that luxury. 
The pool of K-12 students Is fixed and only In the adult programs and in certain optional 
programs such as summer school, can numbers of clients be varied. 

In additiwi, community college finance mechariisms plus sound management 
practices have enabled community collf?ges to.bulld substantial reserves. Only 12 of the 
70 community college districts in the state had reserves smaller than 5% of their total 
revenue. K-12 districts were not in any way similarly blessed. 



1 3 

Conmunity college enrollment Is obvlouslv a function of several 
factors. Historically, the pattern has displayed an Inverse 
relationship between the California economy and enrollment. That 
IS, when the economy is going well, unemployment Is low and 
enrollments Increase and vice vsrsa. it Is difficult to assess 
just what portion of any Increase or decline Is attributable to 
any cause. In spite of that difficulty, It Is clear that the 
incentives for growth were less under SR 1541 than under SB 
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The major concern for community coUeges was that when compared with K-*12, the 
colleges would be given a low priority in distributing' any state funds to bail out local 
ag^cies. If so, the mission of the community coUeges to offer low cost education to 
anyone 19 years of age or over who could benefit from instruction would be threatened. 

On a district*by-district basis, the presidents/superintendents of community college 
districts painted the same kind of dismal pictures of substantial program reductions that 
were being painted by their K-12 colleagues - substantial lay-offs, community services 
slashed, capital outlay and maintenance eliminated or deferred, athletics, music and arts 
programs ^iped out and summer programs terminated. More significantly, the specter of 
community college tuition and the "closing of the open door" was raised. 
F. Summary 

The Proposition 13 campaign was the "worst of times" for government in 
California. Never had local agencies received such negative scrutiny. Elected public 
officials y.ere excoriated and abused in an unprecedented manner. The word "politician^* 
was, equated with "untrustworthy", "devious" and "dishonest". The words "civil servant" 
were often used synonymously with "lazy", "unintelligent" and "parasitic". The addition 
^of the anti-government arguments to the already strongly based anti-property tax 
foundation was an important key to the initiatives^ overwhelming success. It is difficult 
to evaluate the relative effectiveness of the other components of the campaign, but the 
grass-roots based campaign, Jarvis" newsworthiness, the ineffectiveness of the opposition 
campaign, and the comparative simplicity of the Jarvis-Gann solution all contributed. 
Local agencies of government were the big losers. . . . » , - - 

Owners of business, commercial, agricultural and renter-residential property were 
the big winners of the election and because of^^the features of Proposition 13, their 
proportionate relief will continue to grow. Renters* relief Is less certain. Owner- 
occupied property received immediate benefits but over time those benefits will be 
exceeded by the beneHts to owners of nonowner-occupied property. 
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The »clK»ii?fiw^«>^^^ finance reform effort, 

ending In the p«awe^?l^|A»emb1y[Biil ;85,,;^^ by the actios of the voters on 
June 6. . All •6g the|att|ftiny andlHhoughtfully drawn Serrano privlsions de'Hca'tely 
balancing the InterestsVof^lthe dlfferient educational and other, oublic interests, were 
rendered ineffective:by )arVis-Gann.^^hether the state can, or wiU, put the "egg" back- 
together again remains ito be 8een.j,;Biit It was nof Serrano, nor the School Improvement 
Program, nor the Bilingual Program^ that was the issue of the campaign. The issue was 
survival. Most school, officials argued schools could not survive, or at best, only at a^ 
greatly diminished capablUty. i;. 

The campaign and ultimate passage of Proposition 13 did nothing to assuage the 
government credibility problems. The "doomsday" projection which characterized the 
passage of Proposition ,13 , as akin to the outbreak of the olague and predicted 
catastrophic negative impact to the California economy were, quite simoly, overdrawn. 
Jarvis, portrayed by his opponents as California's answer to the mad bomber, apoeared 
eminently reasonable when he explained that the government, as bad as it mi!?ht be, 
would not let fire protection, police services and education be destroyed. Once again, 
Jarvis was right, , ■ 

JV. Response to Proposition 13 - Senate Bin 154 

As the June 6, 1978, election date approached and as the members of the 
Legislature and the Governor realized the inevitability of the passage of Proposition 13, 
they directed their respective staffs to begin work on what was to become known as a 
"bail-out" bill for local agencies. There was no precedent, in or out of the statL Not 
since the Civil War had any state been subjected to s»ich a drastic revenue losi. Each 
house of the Legfelature and the Governor began independently drawing uo altirnative 
plans for the distribution of the state surplus, estimated at $2.5 billion - $3 bil ion. At 
first, many of the proposals contained strong elements of governmental reform. The 
most noticeable reform was to abolish all special districts and place their functions under 
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the control of County Boards of Suoervlsors. Also considered were attempts to reorder 
' local priorities at the state level of srovernment, by establishing differential percentage 
rates of state dollars depending on the relative "worth" of the local agency's functions. 
While to some degree that policy was implemented; for the most part, as time passed and 
as the crieS for help from t:)e local agencies of government became louder, the impetus 
for reform and for any attempt to reprioritize local oprency functions yielded to the more 
immediate survival needs of local government. 

Af;er Proposition 13 had passed, Governor Jerry Thrown drooped the first bomb. He 
announced tHat there would be made available to loe< i eoVernment for hail-out purooses, 
$f) billion ($4 billion in grants and $1 billion in the iorm of short-term loans). Prior to the 
passage of Proposition 13, the most ootimistic estimates v;ere in the^?.f) billion to $3 
billion range. Many legislators who had vigorously camoaigned against the Proposition 
and had done so utilising the figures provided them by the Department of Finance, felt 
betrayed by the surprise announcement of the larger sum. It was especially galling 
because the figures more close'/ comported with what Howard Jarvis had been, saving 
throughout the campaign. The Speaker of the Assembly, 'Leo McCarthy, was vi<?ibly 
angered by what hy considered to be a serious breach in communication between the 
Governor and the Legislature. But in most quarters, there was general relief that more 
dollars would be available for tlie local districts. 
A. "Super" Conference Committee 

After several preliminary meetings, it was determined that because local agencies 
begin their fiscal vear on July 1, a speedy and efficient process was needed. At first, 
thought was given to calling a special session of the Legislature. However, the lessons of 
the unsuccessful earlier special session were remembered and a trulv extraordinary 
alternative was adopted, the aopointmerit of a bipartLsan,'Hieameral, super-committee. 
This committee would be made uo of the Speaker of the Assembly a..:J his counterpart 5n 
the Senate, the President Pro Tempore; they vrould be joined by the chairmen of the 
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respective fiscal cpmmittMS.ahd; the leader of the m inor Ity party of each house to serve 
as thfe third conference ^mmsttee for Senate Bill IM.^ The aDoointment of the 
supercomniittee virtually guaranteed the passage in each house of whatever the 
conferees could agree upon. - ^ ■ • ^ 

Veteran eal[)itoI observers could recollect nothini: like the conference which was to 
follow. The conferees were responsible' for the distribution of $5 billion In state general 
fund resources. This sum represented a larger dollar amount than «ny annual budget for 

• * ^ - 

the entire state until X\e adm inistrations^ of Governors^' Reagan and Brown. The ^ 
committee was to find solutions to these knotty problems fn a "circus" atmosphere wjth 
television and newspaper ,>eporters . from , all oyer , the country wacching their 
deliberations. - . * ' 

The conference proceedings can, be divided into three parts. The first - testimony 
from the public - generally representatives of local agencies and anti-tax advocates such 
as Paul Garin. The second was a pwiod of political rhetoric as both political parties 
Struggled to gain whatever^political advantage could be achieved. In this period the " 
Republicans scored fairly- heavHy by insisting .hat the. level of service for fire and police 
protection not be cut below 1977-78 levels, a stance ;'.vhich the oolls showed to be hl<?hly 

popular. The third period consisted of a response^^o the myriad of legislative staff 

• / 

proposals on the allocation of the $5 billion. 

• ^ 

As the latter-stages progressed and as morfe alternatives w,ere discussed, the 
conferees became more and more' convinced that a simple approach would be necessary 
in order to guarantee legislative passage. Virtually every attempt at large scale reform'*, 
or reallocation of resources was dismissed as being impractical or politically dangerous, 

^nills must pass both houses in identical form. If they do not, 
differences may be resolved by a joint conference conmittee. The 
resulting conference conroittee report must then be adooted by 
both hor?ses. Any single oiece of legislation Is limited to three ' 
such conferences. jSB 154, the vehicle for two previous. fal lures 
to enact tax reform, was the logical choice fpr a third and last 
trv. 
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or both, in the short term. The generaJ philosophy emerged that local agencies should 
each get a fixed per^centage of what they would have expected in 1978-79 had Proposition 
13 not passed' and that each local agency was best suited to determine its own 
expenditure patterns. 

B. S&1S4 - Provisions ^ 

Senate Bill 154 was ultimately adopted unanimously by the Joint Conference 
Committee, overwhelmingly by both hc^ses of the Legislature and signed immediately by 
the Governor on June 24, 1978. Its passage provedfttiiattfie l.egislature could act tjuickly 
and responsibly to meet a crisis and at least. partiaUy rwtored some of the confidence 
lost during the Proposition 13 campaign. In "just two'wd I half weeks the Legislature had 
successfully distributed over $5 billion in state fimds to provide assistance to local 
-government. SB 154,"^ and subsequent clean-up ' legislation,; provided the following 
allocation of state funds: - ' jlit' ' 



Local— Affency 


Amount 
($^mill-i^n^ 


Counties j 


. $1,480 


Cities 1 
Special Districts 


2?0 


162 


Schools, K-12 


2,072 


Comnunity Colleges 


260 


Rnergency Loan Fund 


870 


Bond Default Loans 


30 


Total 


$5,1-24 



The major features of the BS 154 bail-out included: 
1. Restrictions Most of the funds were in the form of block grants, aUowing local 
discretion, however several,restr lotions accompanied the dollars: 

—Local agencies receiving bail-out funds could not offer cost-of-living incroases to 
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tlieir empioy^^ Todd 
so j^puW sinjMhy^ of all bailtoui Since in later budget action state 

employees: were; graiited ho inereasei this, policy resulted in a pay free7,e. This 
orovision Was Jsuhsequentlv found ,.by^ the California Supreme Court to be 
unconstitutional! but many state and local employees failed to receive a oay 



increase for ISTS-TPi 



—The first orioritv of funds allocated to cities, counties and soecial districts v^as 
the maintenance of oolice and ifire services at 1977-78 levels. This orovision vas 
insisted upon by the/ Republican members of the conference committee who 
successfully arf^ied that these iwfere viewed by the public as the highest priority 
local services. V ^ 

—Several services such as certain county public health, inpatient and outoatient 
services, child care, and proerrams for the handicaoped, could not be reduced 
disoroprotionally beyond the loss of revenue for the acrency as a whole. 
— LocaLagencies„with_ffeneralJftin 

budgets y/ere expected to contribute one- third of that exce^ to offset state 
bail-out monies. 



2. Distribution, of Property Taxes The 1% property tax allov;ed by Proposition 13 was 
required to be levied and revenues were to be allocated on a pro rata basis - cities, 
counties and special districts were to receive three year averapre shares of prooerty tax 
revenue with schools, county superintendents and communftv colle(;es usin? « single vear, 
1977-78, as their base. 

3. Distribution of State Assistance 

a. Cities Those cities which sustained a^.property tax loss because of Proposition 
13, received $250 million* Cities were to be reimbursed based on their tax loss compared 
to the property tax loss of all cities statewide, which amount was projected to be about 
90^ of projected 1978-7fl revenues had Proposition 13 not passed. The money was in the 
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form of block grants with local discretion of expenditure except for the restrictions cited 
above. 

b. Counties SB 154 relieved counties of their fiscal liability for several health and 
welfare costs including Medi-Cal and AFDC grants. These "buy-outs" totalled over $1 
billion. In addition, $436 million was authorized In block grants offsetting the property 
tax losses for other ftinctions of county government. The figures were projected to 
guarantee counties about 90% of their expected 1978-79 revenue had Proposition 13 not 
passed. 

c. Special Districts Special district funds were not distributed directly to the 
special districts but were allocated to counties who In turn reallocated the million 
to the special districts within the county. Each county received the apportionment based 
on the total tax loss of all special districts within the county. Priority was given to 
districts with high property tax reliance and low reserves with an additional proviso for 
fire and police mentioned earlier. , \ ' 

d. School Districts SB 154 aUocated $2,044 biUion in state aid to guarantee, on a 
statewide basis, an average 90% of estirnated 1978-79 budgets. In order to maintain 
movement toward Serrano compliance, high expenditure districts were required to take a 
15% cut while low expenditure districts were to trim only 9% off their 1978-79 projected 
revenues. Prior year amounts for summer school and adult programs were included in 
each district's base used to determine the level of the block grant for 1978-79. However, 
districts were not required to offer these programs. This provision created an interesting 
competition between funding categories. The school district wiU receive no additional 
funding for offering summer session or adult school.' Therefore, offering either of those 
programs reduces the amount available for the regular programs. Several other orogram 
restrictions were removed and local districts were given greater flexibility in their 
expenditures. 

While districts were generally given greater flexibility, several maintenance of 

71 



effort provisions prohibiting disproportionate cuts in programs were added to protect 
child care, handicapped, certain courses for adults and summer courses required for 
graduation. 

Finallyt the categorical aid programs cited below were each reducted by in% of 
their projected 1978-79 levels. 



Categorical Aid Funds K-12 

- >^^<^t^i^-r (lii MiJlions) ' 



Program ^ 



School Improvement Program 
Educat iona! ly [Disadvantaged Youth 
Compansatory'^'Bducat ion " 

Special Elementary School Reading Instruction 

Bi lingual <*BlicuTtural Education 

American Indian Hdiication ^ 

Instructional Materials 

Child Nutrition,, 

Mentally Gif ted'Apport ibnments 

Regular Transpj)TjaXi?>0 .Appor t ionments 

Driver Training Apportionments 

Urban Impact Aid Program 

School Personnel Staff Development 

Assistance to Public Libraries. 



1078/79 

$137 
12fi 

4 
l<5 
14 

1 
31 
39 
15 
fi« 
23 
49 

1 

R 



- e. Community College Districts Community colleges were qfuaranteed, throui^h the 
block grant approach, 85% of their 1978-79 projected revenues. There was no attempt to 
equalize expenditures by requiring a lar^rer reduction for hin:h soendin<T districts. The 
85% figure was chosen for community colleges rather than the oo% for other local 
agencies because most community colleges enjoyed higher than averacre reserves and had 
greater client flexibility than other agencies. The same program restrictions recfardin? 
child care, handicapoed programs and certain orofirrams for adults wero aoDlicahle to 
community colleges. Community colleges, like K-12, had the ontion of offering: summer 
sessions. Their funding base included dollars for summer sessions, hut the districts wore 
not required to offer these. 
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C. Impact of Senate Bill 1S4 

The deliberations surrounding Senate Bill 1S4 represented the Legislature's 
deajerate attempt to sort out what the voters were really savinsr when Prooosition X'i 
was passed. Was it solely a property tax cut measure or an attemot to cut local 
government services drasticaUy? The legislature ooted for the former formulation 
arguing the oroposition was primarily a tax cutting device and that, with the available 
state resources, cuts to local agencies should be minimal. The T.egislature wrs 
particularly impressed by the arguments that if local governments were forced to assume 
aU the revenue loss, the economic dislocations for the California economy would be so 
severe as to disrupt California's economic activity seriously.^ It was^ decided to devote a 
large amount of the stated surolus in order, to "bail out" local governments in the short, 

■ ■ • ■ ■ • * -J * • 

run and buy time so that local agencies, would be able to make, personnel adjustments 
through attrition and program adjustments incrementally. " • ' , ' 

As this paper is written, it is much too early to tell tha ultimate impact of 
Proposition 13. Clearly, the quick and substantial aid to local government approved in sn 
154 masked the real impact which may not be fully felt for several vears. The state's 
economv, its revenue producing ca&abilitv, state asrencv cutbacks that will have to' be 
made, and the period of time' taken to use up the state's surolus, will all olav a role in 
establishing the date at which "the other shoe will drop" and IooaI agencies 'vill olenrlv 
understand what hns Iiaooened to them. 

If one were forced to summari?e the first vear impact on all local agencies of 
Proposition n, ono would conclude that the Proposition 13 impact has nrt been highlv 
visible. The average California citi/.en has not been diroctlv and forcibly impacted 
negntivelv by the loss in local aprency services. That is not to denv that specific services 
have been reduced (esoociallv libraries and parks), but because of the generaous bail-out 
contained in Sn 154, local governments have not disappeared, nor have they suffered 
dramatically. This, of course, Ls oreciselv what Jarvis hnd argued. The l egislature, bv 
its timelv and generous response to the Proposition 13 crisis, orohahlv further eroded 



? / .public confidence in its inteKrlty because the dire consequences it predicted simply did 
.not come to fruition. To look at impacts of soeciflc catefiforles of <?overnmfint we will be 
larj?ely dependent on surveys conducted by the Department of Finance, the Department 
of Education, the Community Collcfte Chancellor^ Office and bv a soecial Commission 
appointed by the Governor.^ 

These surveys, while helpful in establlshlnpf some generalizations about the impact 

• are not very precise Indicators of Proposition Imoact, because of reoortinf 

I- Sit;. ,^f-.- • • . h. ; » 

irrefjularitles. Incomplete Information, and timing. . Much more Important will be survevs 

conducted after this fiscal year when actual 1978-79 exoenditure and revenue data can 

be compared with actuaL1977-78 information. , ,Even though the conclusions to be drawn 

from the utilisation of, the^^surveys are,.of necessity tentative, a definite oftttern of 

decisions across agencies emerges which may be useful in projecting future impacts.^ 

In the next sectloiw we -wlll examine the impact of ?ropostlon U on the state and 

federal governments, cities, counties and special districts and, fInaUy, schools. 

^' ThTmajoTaiTdTnM direct 1^ ofrProposition t3 on State government 

were: 

a. In the short run, the increase. of tax .revenues caused by Increased income and 
business and corporation taxes^Oess property tax deductions) and savin«rs in 
reimbursements tojocal governments for property tax relief pro??rams (less 
prooerty tax Incidence means smaller subventions), and 



This Commission, chaired the recently retired and and hi«»hlv 
resoected former Leglslat've Analysl, A. Alan Post, and incliidinfr 
Los Aojjeles Mayor Tom Bredley, Suoer Intendent of Public 
Instruction Wi Ison Ri ies and other Itnnlnarles, was viewed bv 
skeotlcs Bs established more to buy the Governor time durin* his 
re-election campaisrn. The diverse makeuo of the Conmission' 
almost precluded makinfr any wide-ranging, agreed upon 
. gecorrmendations. 

For further detal 1 , see: A Study of the Local Government 
Impacts of Proposition 13 by the State of California Department 
of Finance; the Final "Report of the Corrmission on Government 
Reform; and Surrmnrv of Proposition 13 's Imoact o n Conmunitv 

the Chancellor's Office of the ^lall^mia 'Conmunitv 

Col ^e?es. 
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b. In the lonfj run, the restrictions on the state's ability to increase taxes (bv 
requiring^ a 2/3 vote and by prohibitin? any increases in property taxes). 

In addition, by forcing the state to contribute increased state dollars for local 
government, the number of dollars for state programs is thereby reduced. Dramatio 
evidence of this phenomenon was disolayed when, after the passage of Prooosition 13, the 
Governor and the Legislature reconsidered the allocation of funds to state agencies in 
the Governor's Budget. The Governor's Budget, as signed, was $1.5 billion lei» than 
introduced, a reduction of approximately nine percent, the largest decrease in state 
history. The largest decreases occurred in health and welfare progams (a $216 million 
drop - mainly loss of cost-of-living increases for welfare reeioients, loss of increases of 
fees for Medi-Cal providers and loss of expansion of local mental health services); state 
employee salaries (a $201 million drop - state employees received no cost-of-living 
increases for 1978-79) and general state agency reductions (a $130 million droo - caused 
by making across-the-board cuts to all slate agency biidsrets). 

2. Federal Federal impact is extremely difficult to assess. The CaUfornia situation is 
truly unprecedented. It aooears that there will be both positive and ne^aative benefits. 
Federal income tax revenues will increase because of the reduced property tax 
deductions. However, if there is a dampening effect on the national economy, federal 
revenues may decline. 

Since many federal assistance programs require a local niatch and contf i 
"mainenance of effort" provisions, to the degree that California governments may be 
unable to provide the requisite local match, federal costs may decline." Again, because of 
the magnitude of the bail-out, there aopears to be only a minimal immediate loss of 
federal funds to California. Because about 80 percent of all federal grant dollars are in 
programs with these requirements, the long range potential impact cannot be ignored. 
California stands to lose substantial amounts of federal dollars unless replacement 



revenues can be gained from the state or unless the federal government eases its 
matching requirements to reflect California^ loss of revenue. 

3. I^cal As mentioned above, J ^78-79 generallv was*not a year of a sharo decline in 

local agency budgets due primarily to the magnitude of the hail-out. The orooerty tax 

losses were also partially offset by the state aid and an increased use of fees (about $200 

million), spending down^of orior reserves, no salary increases for local employees and 

cutting back on expenditures. 

According to the Department of Finance, total revenue for 1978-79 Ls orojected to 

be down only 2.4 oercent^from J 977-78:^^ However, total expenditures will be up slightly 

statewide by about 5.2^ percent, including capital outlay expenditures. At this point it is 

■ ■ • • ■ •••• *' 0 

important to discuss the difficultiesjn. making mid-year assessments about revenues 

and/or exoenditures. By necessity we must look at the actual prior year expenditure or 

revenue and compare that figure with the budgeted 1978-79 figure. Unfortunatelv tVjat 

process leads to misleading resultr. Historically, local agencies have overestimated their 

budgets in order to be safely within the budgeted figure. It should also be noted that in 

1977-78 the tendency was even greater. The comparison is distorted even more than 

usual because local agencies began to make cuts and impose hiring freezes in 1977-78, as 

the the enactment of Proposition ,13 became more imminent. In fact, 1077-78 

expenditures were almost 10 percent less than budgeted forothe same year. Most of the 

effects of Proposition 13 and the bail-out bill are not local agency specific in nature and 

prove to be reasonabh^ consistent across tvoes of local agencies. 

Capital Outlay-Maintenance Most local agencies relied on the sale of local 

general obligation bonds to finance capital improvements. The bonds were secured by 

thc^ tax levy on the property of the district sufficient to cover the debt service. 

However, Proposition 13 prohibited any new property taxes of anv kind and all local 

government capital outlay funded by this mechanism was virtuallv eliminated. Most 

^Excluding enterprise special districts. 



local governments will be forced to defer major capital outlay orojects unless alternative 
funding mechanisms can be develooed, Maintenance of existing caoital is also suffering 
in 1978-79. Agencies repeatedly cited cut backs in the maintenance budget, because 
they felt exoenditures of public funds to avoid employee layoff was a higher priority. 
Deferring building and equipment repair is bad public policy - the buildings do not fix 
themselves and the costs of reoair have a tendency to grow at rates even faster than 
normal inflation. 

b. Public Employees Local public employees, bacause of the prohibition on salary 
increases for cost-of-living were forced to bear a large portion of the costs of 
Proposition 13 compliance. Even though the California Supreme Court was later to 
declare this provision unconstitutional, by the time the decision was rendered the fiscal, 
year was more than half over and prospects for getting any increase for many employees 
were very dim. 

Layoffs fell far short of the figures projected by most analysts. Again, the size of 
the bail-out and the restrictions on cost-of-living adjustments'made it possible for most 
local agencies to maintain their staffs. Of those initially dismissed one third were 
rehired. Layoffs were surprisingly low, only about 18,000 is the estimated net layoff 
figure. However, a number of positions opened because of retirement or resignation have 
gone unfilled. Layoffs when they have occurred, occurred disproportionately in part- 
time categc»*ies. In addition, the Employment Development Department reports that 
several job classifications, such as electronic data processing personnel, engineers and 
health personnel, are leaving public service for private industry. The Department further 
reports that the total number of local government civil service employees declined by 8.4 
oercent (108,000). 

In resDonse to SB 154, state and local governments imposed hirincf freezes. Jobs 
made vacant by retirement or other attrition were simoly not filled. This leads to 
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another negative result for local agencies* Those areas where personnel cuts are 
occurring may not be the areas where staff reductions outght to occur. Salary savinsrs 
generated, by not fllUng the vacated positions may assist agencies to survive in the short 
run, but are not available In the future. 

Retirements were reportedly increasing at a rapid rate, esoeclally in those cases 
where an Individual felt a demotion was a high probability. Individuals, where they were 
able, often tranferred from non-mandatory programs to programs mandated by the state 
or federal government — those programs were the least likely to be cut. 

Indications are that In ai! sectors of local government, the average workload was 
higher. Agencies tended to make across-the-board cuts and tried to avoid layoffs and 
program service cuts wherever possible. These policy decisions lead, almost 
automatically, to workload increases for the employees. Workload Increases were of 
course, not rewarded by hfeher remuneration. 

The one impact almost almost alwaj^ mentioned In the agency responses dealt with 
the declining morale of public employees generally. For the most part public emoloyees 
are not exceptional risk-takers. Many became employees of public agencies because of 
the relative security involved in such positions. Many also sought public employment 
because they had a genuine desire to serve the put:»llc. Proposition 13 was a nightmare 
for these people! Never have public sector emoloyees been subjected to such intense 
criticism of their work and even of their motives and rarely has public employment been 
so uncertain. Transfers and demotions were common and ^though layoffs were 
relatively rare In the first year, the certainty that more extensive layoffs were ahead, 
heightened the anxiety of cIvU servants throughout the state, 

c. Planning The uncertainty of future funding has led to a severe diminution of 
the planning capabilities of all local afjencies. The planning function is often amonqr the 
first programs to be cut in times of limited resources Just when agencies are fared with 
decisions about repriorltizing current tasks. It is another of the ironies of Prcoosition 13 
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that just as the olanninff function becomes more imoortant - olnnnin? fs even more 
essential in times of fewer resources - the dollars available for olannin? have been 
diminished. 

d. Profrrams Most of the cutbacks in tf»7fi-7P were flat oercentapre • -ts 
across-the-board. A tyoieal budjretarv directive ms to reduce travel, maintenance, etc. 
In all deoartments within an agency. Ayain, the pfoal was to minimize the number of 
layoffs. Those orograms which did get cut tended .to be programs in nonessential (but not 
unimportant) areas. Libraries, parks and recreation and cultural affairs tended to take 
the heaviest cutbacks. Even in those cases, the services were rarely eliminated - in most 
cases the hours the facilities remained open were reduced. 

Because of the langruage in SB tS4 prohibltlnflr cutbacks In oolice and fire services, 
. those proprrams were almost universally maintained at 1977-78 levels. 

e. Fees Fees were Increased In a number of areas. but the, states We aswre^ate 
of fees collected did not proVlde substantial reolacement revenue. Speculation is that If 
the state dollars had been less, the rmoosltion of fees would have been Greater. Ueal 
officials were reluctant to imoose fees on their constituents because" of the adverse 
reaction they received from citizens who ar<?ued that Prooosition 1.3 was intenrterf to cut 
Jjovernnent revenue, not increase it. In some casef: the imoosition of a new or higher fee 
led 'to n reduction of the oartieular service. Reluctance to fee Imposition may lessen ns 
the revenue oictiire becomes tisfhter. 

4. Schoi^l Districts Pursuant to Senate Bill 1S4, the avera-je school district was 
projecteH to receive" <»(» oercent of its projected t97«}-79 Income. This reoresents about a 
2.7 oercent decline over the average total revenue for 1977-78. 

Manv of the school related imoacts of Proposition 13 were similar to the impacts 
already noted for other local actencles. Schools saw capital outlav and maintenance 
amonjr the first services to be cut. Their emplovoes, like others, reoeivcl no 
cost-of-llvinT increaes, althou<?h some districts mav ^rant such raises retroactively since 
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the Supreme Court has ruled the pay freeze unconstitutional. District part*-tin\e 

* 

cmoloyees, as compared to full-timers, suffered disoroportionate cuts. Full-time 
certificated employees suffered fewer layoffs - many w«*e subsequently rehired. Morale 
of school employees was almost universally stated as a principal problem and evidence is 
ifrowin*? that more and more teachers are exploring early retirement or considerin<f .a 
transfer to the private sector. 

School districts did not oot to cut the lenqtth of the academic year although a few 
districts reported a shorter school day. About one half of the districts reported cuts in 
numbers of teachers .and/or aides, which urKioubtedly will convert to an increase in 
average overall workload... Summer school and adult education appear to be the school 
proscrams most adversely affected. Many districts, given the uncertainty of funding, 
cancelled summer school except for students who neede<1 summer courses in order to 
graduate and students who were enrolled in year round programs for the handicapped. It 
now aopcars that attendance generated by adult programs will drop from one third to one 
half of the 1977-78 attendance levels. Both of these reductions are predictable given the 
funding pattern established by SB 154. By providing block grants, actuallv offering an 
optional program like adult school or summer school represents a cost to the district but 
no additio/ial revenue. In the competition for limited dollars, these two programs were 
losers. 

Many districts also charged fees for the first time for courses which had previously 
been offered at no charge. The imposition of these fees tended to drive avay students, 
especially senior citi^ens. 

About one quarter of the districts reported reductions in instructional support 
services and auxiliarv services for food and community services. General suooort for 
school oDcrotions and transportation also dropped. Districts froauently reported they 
responded to the revenue cosis bv reorganizing in an attcmot to increase efficiency. 
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"There appears to be no noticeable Proposition 13 impact on the number of students 
served in the multitude of categorical aid programs. However, the total dollars available 
for these programs were reduced by 10 percent. The services available to these students 
have probably been reduced by the slight reduction in the number of emoloyees available 
to provide the services. 

With the exception of the negative .impact on its employees' salaries and the sharo 
drop in adult schools and summer schools, most schools did not incur highlv visible 
reductions. The result can be attributed to the amount of state dollars made available in 
SB 154 and the savings for the districts by not paying cost-of-living increases. Schools 
which appear to have been injured the most are high expenditure (they were required to 
take a 15 percent cut) and small (they were not able to accommodate the reductions 
because of size). Most of the smaUer districts have a very limited number of functions 
.which they could successfuUy eliminate. \ 
- ^' ^ggll^'^y CoUege Diitricts Pur8uant^toSBjS4, in 1978 -79 communit y colleges will 
receive approximately 85-87% of the 1978-79 income they would have received absent 
Proposition 13"* passage. This represents about a 6% decline from the 1977-78 level. 

Community college districts responded to the loss of revenue in 1978-79 by 
reducing the numbers of courses (down 6%) and sections ^down 13%) offered. Section 
sizes were increased by about 5%. Major programs dropped were recreational (down 
86%) a.id offerings for senior citizens (down 50%). Summer sessions were cut by 50%. 
Overall A.D.A. in the system was reduced by 9.3%, Uicluding a 50% drop in summer 
session. Part-time students declined at a higher rate than full-timers. Colleges also 
substantiaUy reduced student services, especially in the areas of counseling, athletics and 
libraries. 

The pattern for college employees is not significantly different than for K-12. 
FuD-time faculty declined by only 2.1%, while part-timers dropped 22.9%. The same 
pattern was displayed among classified employees. Although community colleges were 
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subjeet to the pay freeze provisions of SB 1549 niany districts maintained enough reserves 
* to pay salary increases retroactively in case the court voided the SB 154 provisions* It is 
now expected that most community college employees will receive a cost-of-living 
increase of some kind during 1978**79« 

Student fees were increased about 9% over the prior year, primarily by increases in 
existing fees and by charging new fees for recreational and community service classes* 
D* Summary 

The legislative response to the passage of Proposition IS, in balance, probably 
further eroded the publicTs belief in the credibility of their elected officials* In .^ very 
real sense, by responding so well , to the needs and demands of local government, the 
Legislature may have produced an ironic result* Their actions precluded the kinds of 
catastrophic results most of them had predicted* By providing adequate resources, they 
may have further diminished public confidence in their veracity and enhanced the Jarvis 
image* The Governor, because of his quick switch from vigorous opponent to enthusiastic 
implement^,, is frequently referred to a ♦'Jerry Jarvis" and his political prospects may 
have suffered by his apparent vacillation* ^ 

The Legislature, by almost any standard, had responded to Proposition 13 in a 
re^f^iibie wSTtlme^riM With a rare singleness of puroose, in less than three 
weeks, the Legislature provided a plan to distribute $5 billion to local government* Had 
there been such a singleness of purpose in enacting a prooerty cax relief measure, 
perhaps there would have been no need for Proposition 13* The very size of the bail-out 
provided enough resources so that, for the most part, the public service cuts had little 
visible impact on the average citizen* Local agencies tended to make the cuts in those 
areas of their budgets which did not have a direct imoact on the citizenry* This too may 
have produced an ironic result. Becarse the government cutbacks have not been hfghly 
visible, PaulXann has been able to argue that government has not been cut back 
adequately enough to match the ^Spirit of 13"* He has since qualified another initiative 



to be voted on in the faU of 1979 or the summer of 1980, which would further constrain 
the revenues for local government " , 

The cuts that were mad? were remarkably similar across agencies and included 
deferral or elimination of capital outlay or maintenance, loss of cost-of-living 
F IJustments by almost all state and local employees, a reduction in planning, program 
cuts (but not close to-thbse projected) and the Increased utilization of-fees. Fire and 
police services were among the least cut. 

A significant long term problem is the dramatic decline in the morale of pubUc 
employees and the possible negative Impact of the campaign on potential public servants. 

School cutbacks were not dissimilar from those of other^ local agencies, with 
summer schools and classes for adults taking a disproportionate, share of the program 
losses. 

The most important impact of the legislative response to Proposition 13 may well 
be the tack of felt impact of the Proposition on moor of California^ citizenry. This has 
led to demands for additional cutbacks in governmenlai services, increased pressure for 
ftirther tax relief and the enhanced exportability of the Proposition to other states. ' 
V. The Post PropositiCTi 13 ERA 

Although the short term consequences of Proposition 13 are not as devastating qs 
either its proponents hoped or its opponents feared, Ihe Proposition will undoubtedly have 
significant repercussions in California and across the country. United Press International 
recently reported that 34 states have either proposed or enacted major tax cut programs 
this year., Of the 16 remaining states, two had already enacted significant reforms. 
Most states are considering substantial tax cuts, almost none - tax hikes. This movement 
is definitely a response to Proposition 13 and represents substantial political pressure to 
reduce taxes and government spending. Texas, because of its gigantic surplus (California 
and Texas bccount for nearly one half of the state surplus for all states) is seriously 
consi'lering a tax relief program exceeding one billion dollars. While it is unlikely that 



tax reduction devices in the form enacted in Calfornia will sweep the country, strong 
inpetus has been given to a wide variety of other tax reduction or expenditure cutting 
proposals. The unexpectedly modest reductions in local agency budgets in California may 
encourage other states, but it must be Remembered that no other state has experienced 
the kind of surplus that enabled the Legislature to so substantially bail out local 

government. : , : 

The California situation will change abruptly when ite economy is no longer able to 
sustain the extended growth it has enjoyed over - the last decade. The California 
Department of Finance is projecting a recession for California beginning with the last 
quarter of 1979 continuing into 1980. If that projection holds true, the state will 
experience serious difficulty in meeting the demands of local government for the 1980-81 
fiscal year. 

A. State ^ 

There are several predictable outcomes of Proposition 13 which will change the 
face of state government. The extent of the change will deoend largely on variables 
unknown at present but the major changes appear to be: 

1. Centralized Decision-Making Another in a long string of ironies of Proposition 13 Is 
that decision-making will probably move away from that sector of government oeople are 
most generally favorable toward - local government - to the state, which currently has 
low marks In public satisfaction. As local budgets compete with state agencies for the 
revenues of the state, the Governor and the Legislature will inevitably take a closer look 
at many local functions, esoecially those with prodigious growth rates, such as health and 
welfare. Proposals are now being considered by the Legislature to shift the fundlnpf of 
these public- services as well as educational services to the state. Although shifting the 
source of funding from local sources to state sources does not necessarily mean a 
transfer of decision-making authority, the temptation for the Legislature to decide how 
those funds are to be spent will be difficult to overcome. 



* 2* Increased Scrutiny of State Agencies The Governor and the Legislature wiU a.-*> 
demand closer budgetary review of„existing state agencies* Efforts are already underway 
to reduce the number of governmental agenciest commissions and regulatory and advisory 
boards* The Legislature will also take a careful look at state agency regulations which 
often add costly mandates for local government. 

3* Tax Cuts The pressure for relief, somewhat abated by the oassage of 13 and the 
subsequent legisatitioii which returned a billion dollars to taxpayers in 1978, is still very 
reaU Governor Brown^s 1979-8p budget contains a proposed additional billion dollars plus 
for tax relief* So far, the Legislature has not responded to the Governor's request, 
preferring to provide funds for local government and to see how the economy performs 
before committing to added relief. Howard Jarv^s is currently circulating an initiative 
petition, called Jarvis II, to cut the income tax in half and to freeze the sales tax at its 
current level. The election year, 1980, will create in California added pressure for 
substantial tax relief, especially if state surplus continues at its Dresent size. Obviously, 
large tax cuts reduce the capability of the state to respond to the needs of local 
government. 

3.' Expenditure Limits Californians will face another proposition in the fall of 1979 or 
the summer of 1980 which proposes to limit the expenditures of both state and local 
agencies of government. This initiative, sponsored by Paul Gann, qualified easily and is 
expected to pass overwhelmingly. Any revenues collected by state or local government 
must be returned to the taxpayers if those revenues exceed authorized expenditures. 
Authorized expenditures are not to exceed base year (1978-79) expenditures olus 
increases in the consumer price index and population. Expenditure limitation measures 
were bottled up in the Legislature last session and Gann took the initiative route to 
bypass the reluctant Legislature. At least ten similar limitations were introduced by the 
Legislature this year as the members stampeded to get on the limitation bandvajron. The 
ease by which Gann qualify his initiative and a promise by Assembly Republicans to 
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bo«i« up any elternatives, points to the distr'ct possibility that once again the public will 
overrule legislative judgement. This initiative, plus Jarvis n mentioned earlier, marks a 
continued trend to bypass the normal political process when the Legislature fails to 
respond. 

4. Public Employees Public employees will have their noted political power severely 
tested as the civil service system undergoes its most intense examination. The state's 
Little Hoover Commission, a respected government reform body, soon will report to the 
Legislature on recommended changes to the system. Governor Brown has pledged to 
materially reduce the number of state employees and he took the lead in insisting that 
state employees not receive cost-of-living increases in 1978-79. Brown is currently 
holding firm on no retroactive pay increases, but has recently offered a 10.5 percent 
increase for 1978-79. rhe California State Employees Association has countered with a 
promised work slowdown or strike if their demands for retroactive pay and increases for 
1979-80 do not total 15 percv^nt. The California Highway Patrol has just commenced its 
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first ever "sick-out" and the prosoects for similar state employee actions have never 
been greater. The concerns of the public about the civil service system will be countered 
by increased employee dissatisfaction and militancy which observers predict could lead 
to an attempt to repeal the civil service system by the initiative process. Few civil 
servants would care to wager on the outcome if the test were to come. In any case, it is 
a time of increased frustration for the stated employees. 

5. Political Changes The immediate short term impact of Proposition 13 on the politics 
of the state was to swell the rank« of the fiscal coijservatlves in the Legislature. In 
addition, formerly liberal and moderate members moved distinctly to the right in the 
wake of 13. Only a few members of the Legislature, mostly those from p>)litically "safe" 
districts, did not alter their prior positions. ReoubMcans, many of them endorsed by 
Jarvis, made the biggest legistetive gains since the Reagan landslides of the sixMes 
Fourteen new Republicans joined the Assembly, ending the period when the Democrats 



controlled the house by more than the two-thirds necessary to control the budget and 
other appropriation bills. In the immediate past, Jf the Assembly Democrats could a^ree, 
the Republicans could be ignored. That's no longer the case a? the new breed of fiscally 
c<Hiservative Republicans have dumped their relatively cooperative oarty leadership for a 
more partisan, fiscally conservative group and will play a significant role in all the key 
issues before the Legislature. It remains to be seen if the Republicans can sustain and 
build on their impressive gains of 1978. 

Proposition 13, the Gann Initiative, and tax cut issues have so far virtually 
paralyzed the Legislature. Veteran political observers report they cannot remember a 
legislative session when so many important issues went unreso. 3d for so long. There's 
stiU no clear path for the Legislature to pursue. Gale Cook, a political reporter for the 
San Francisco Examiner, observes that the Legislature is leaderless as the Governor has 
his eye on the White House and the other legislawuve leaders have their eyes on the 
governorship. 

As the competition increases for the respective shares of the state pie, former 
aUies in the allocation process have shifted from trying to build coalitions for more 
licDars, to protecting their own specific programs. It becomes harder and harder and 
harder to build the two-thirds support necessary to pass the budget and other 
appropriation legislation^ Unless this splintering trend is reversed, the Legislature will 
be frozen into total inertia and public disenchantment wil! grow. 
B. Local Agenciei^ 

Cities, counties and special districti will find their futures radically altered. 
Although it is not yet clear what the path cf lo^jal governance will be, it is certain that it 
will be different than the status quol , Of the three, special districts are the most 
vulnerable. Several key legislators had expressed support fo? reorganizing local 
government along more orderly grounds. Proposition 13 speeded up that process. The 
major changes appear to be: 
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I* Consolidation and Reorganization Ths coiitinued autonomy and even the existence of 
many of the almost 4,000 special districts in the state will be amonf? the most obvious 
challenges to local agencies. The Legislature either will provide for l substantial 
reduction in special districts themselves 6r indirectly address the problem by oermitting 
county boards of supervisors to allocate special district bail-out funds among competing 
districts. In either case, some of California^ more e:ioteric districts (such as school 
crossing guard districts) are clearly in jeopardy. It makes little sense to continue the 
current proliferation of special districts and it appears that Proposition 13 will assist in 
the realization of a loilg overdue reform in local governance. 

2. St ate Assumption Largely because of the state's concerns about unnecessary costs of 
some of the current state mandated locally administered programs, it is expected that 
mjch of the costs of several programs, especially health and welfare costs and possibly 
judicial costs, will be borne directly by the state. Police and fire services will remain 
controlled by locally elected officials. Since the forn^er class of services have such 
explosive growth rates and the level and quality of these services are so variant between 
locales, it again appears to make good sense for the state to provide state funds for these 
programs and to assume control over the provision of these services, which are 
considered by the general public to be the lowest priority program among the major state 
and local services. Another Proposition 13 irony is that it has hastened the possible 
reform of health and welfare programs but has reduced the state's capability to fund the 
solution. 

J^. Tax Shift s Related to the funding and local c<»itrol questions raised by Proposition 13 
are questions regarding the appropriate revenue sources for these services. Thci * ^.ve 
now at least three major alternatives being considered. The first is a continuation of the 
local government bail-out (similar to SB 154 of 1978-79) in which the source of s>*upport is 
the General Fund of the state. There appear to be no strong advocates of this approach, 
but it now looks as if, because the lack of agreed upon alternatives, this funding 
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alternative may continue. The Governor advocates a plan which calls for the state 
assumption of certain county functions and the transfer of what had been county revenue 
from the local property tax to schools. This would increase tha school reliance on 
property taxes from 30% to 50%. The Sepaker of the Assembly advocates a reduction of 
school reliances on property taxes from 30% to 20% of their total revenue and a 
corresponding increase in city and county reliance on property taxation. The rationale 
for the Speaker*s proposal is that where possible, property related services, especially 
police and fire, should be funded from taxes on property. The Republicans in both houses 
have coalesced around & plan which would replace the current bail-out mechanism by a 
redirection of the sales tax revenues. Each of these proposals has its advocates and 
detractors, but no clear leader has, as yet: emerged. It is quite likely that in spite of the 
unpopularity of the current bail*^ut mechanism there will be consensus on the best long 
range approach and the bail-out will continue. 

4. Expenditure Limit s 1*he Gann Initiative, if successful, will limit local (as well as 
state) government growth to the growth in the Consumer Price Index plus population. A 
major outcome could be to limit city and county development. A city or county may not 
be able to provide, within the limit, the services needed to support a large housing 
development or a new industrial complex. As far as revenues are concerned, it is 
unlikely that given the existing limit on property taxes, local government could 
realistically ex( ect to receive revenues which would excted the aopropriation 
limitation. The Gann Initiative will add impetus to the movement to shift certain fast 
growing costs to the state, e^ecially in health and welfare. Because of the size of the 
state's total revenue, the state would have greater flexibility to absorb the costs of these 
orogi^ams within its limitation. 
C. Schools 

School districts and community college districts will become, in the post 
Proposition 13 era, more and more reliant on the state for revenue. In 1978-79^ the state 
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provided about 70% of the districts' total state-local revenue. It is unlikely that 
percentage will decrease appreciably. The shift of funding source eould have a radical 
impact on the schools of the 80s. 

!• Centralized Decision-Making Although California's liOO plus local school governing 
boards have a strong tradition of local control^ there are signs that concomitant with 
funding shifts to the state, at least some of the decisions historically left to the boards 
may shift to the state. Both last year's state budget and this year's proposed budget 
contain language requiring districts to maintain offerings of certain kinds of classes 
which had been offered in the prior year. The Legislature, to a higher degree than at any 
time in the last decade, making decisions about school curricula and is conditioning the 
receipt of state iollars on district compliance. Absent a substantial public backlash to 
the centralization of these decisions, the tendency is unlikely to abate. The state's 
attempt last year to ororride already existing collective bargaining agreements and to 
require a pay freeze was the most glaring case yet of the inclination of the Legislature 
and the Governor to assume controL If thp state cannot resist the temptation to control, 
and decision-making power is shifted further and further from local constituents, public 
disenchantment with both the state government and the local schools is likely to grow. A 
succe.'^ion of polls in California over a significant perio»i of time have consistently shown 
that California citizens have more confidence in local governmental officials than they 
do in either state or federal officials. 

2. Serrano As the court imposed date for compliance with the California Supreme 
Court's decision in Serrano comes periloaOy close (1980), the Legislature must readdress 
a problem which was perceived to have been solved with the passage of Assemblv Bill 65 
of the 1977 session. The Serrano provisions of AB 65 were completely emaciated by 
Proposition 13 and the Legislature is again faced with an incredible dilemma, which must 
be sorted out and solved in an all-too-short time frame.* 



The Serrano suit was based on the notion that assessed value differences between 
districts led to expenditure differences tyhich were constitutionally imoermfssible. The 
passage of 13 virtually reversed the problem. Prior to 13, districts which were low in 
assessed value per ADA received substantial state funds, whereas districts with high 
assessed value only received the constitutionally n^andated minimum of $120 per ADA. 
Proposition 13 drasticallv reduced the revenue of the high assessed value districts - those 
most reliant on the property tax, but had little effect on low assessed value districts 
which had never recei\'ed much revenue from property taxes. Had the state not acted, 
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the formulas in effect at the time would have generated the situation in which all 
districts would have lost revenue, but the low assessed value districts would have 
received relatively more revenue than their higher assessed value counterparts - a 
reversal of the case prior to 13. The Legislature was faced with the awkward situation 
of providing more money to the higher assessed value districts than to lower wealth 
districts. Not to do so, would have resulted in the destruction of the hiv^h wealth 
districts. 

The plaintiffs in the Serrano suit have taken note of the Legislature's actions and 
will continue to demand greater "errano compliance. The larger fiscal role now played 
by the state argues for increased attention to Serrano and makes the possibility of full 
state assumption of educational costs at a nearly uniform basic rate, while not yet a "fait 
accompli", a distinct long term possibility. In the short term, the Legislature will be 
thrown baik into the pre AB 65 Serrano morass of trying to determine the appropriate 
methodology and speed which should be used to equalize district revenue per ADA. 
Given the other legislative problems in the post 13 era, an easy solution to Serrano, as 
modified by 13, appears remote. 

3. Expenditure Limits The Gann Initiative, if successful, would do nothinfr to ease the 
Serrano compliance burden. It may, in fact, make it aopreciably more difficult. If a 
local school district*s revenue is limited to its prior year revenue Plus inflation and ADA 
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growth, it would be impossible for low expenditure districts to "level-up" their 
expendiutres to those enjoyed by higher expenditure districts. The only permissible 
alternative may be to lower the expenditures of high expenditure districts, something 
which politically is never easy to do. 

Next to the Serrano problem caused by the Gann Initiative, other school related 
problems caused by Gann apoear less impactful. Schools, unlike other local agencies of 
government, have already experienced life under revenue limits and the level of the 
appropriation limit may well exceed the level of district revenue they may reasonably 
expect. The problem will occur in declining enroUment districts which may be° unable to 
accommodate the losses in revenue generated by losses in ADA by comparable cost 
reductions. Finally, given several interpretatiwial problems regarding what constitutes a 
district's base for the purposes of imposing the limit plus problems requiring judicial 
interpretation, it may be several years and several court decisions°before the fuU impact 
of the Initiative will be known. 

Categorical Aid .Programs With^tlie regular per ADA aUocation of funds becoming 
more and more a state problem, the Legislature will examine more closely than ever 
before the other major educational expenditures for programs targetted to individual 
groups such as bilingual and economically disadvantaged youth and to individual programs 
like the School Development Program. All programs will be subjected to new standards 
of effectiveness, ^e pre 13 luxury of being able to assuage the demands of advocates 
for special programs by simply providing more dollars is over. The 25 plus categorical 
did programs in California will nil come under increased scrutiny»with programs without 
large constituencies and without political clout especially vulnerable: A major funding 
bill4his session which has already passed the Assembly, even goes so far as to "sunset" all 
categorical programs. The competition bet wee. /regular apportionments and categorical 
aid dollars has been a virorous one and the impact of .Proposition 13 will undoubtedly 
heighten the controversy. The end result may well be to create increased pressure within 
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dismissed. Again, the initiative process wiii offer a tempting solution to those who would 
wish to abolish the tenure system. 

An issue that divides teacher and other employee groups and which has been 
highlighted and exacerbated by Proposition 13, is employee affirmative action. The two 
largest statewide teacher's associations, the California Teachers Association and the 
California Federation of Teachers, have been torn by this issue. As teachers get laid off 
because of program cutbacks, the problem will become worse. Essentially the issue 
involve^; the older and more experienced teacher whp is a natural advocate fcr the 
seniority system. Arrayed on the other side of the issue are the smaller group of 
younger, less experienced teachers,.some of whom favor a system which emphasizes skill 
and qualitv of tieaching over years in the system and the minority employees recently 
hired because of an affirmative action program who now find themselves to be among the 
first group of employees to be let go. 

With the new pressures on the seniority and tenure systems will come new pressures 
to reevaluate California's existing teacher evaluation law, the Stull Act. Thus, virtually 
every statute relating to the employer-employee relationship in the California schools 
will be readdressed with all the divisiveness and bitterness that these, among the 
"hottest" of the political educational issues, engender. The ultimate impact will 
fragment the educational establishment just at the time its political needs call for a 
united effort. 

Growing frustration will characterize the post 13 era as school board members 
resent inroads into their historical power by' the Legislature and by teacher groups. 
Teacher morale will continue to erode as threats to tenure and , other protective 
legislation grow. Salary limitations caused by limited revenue will be compounded by the 
ills that accompany declining enrollment and the teacher community will continue to be 
split between groups with different priorities regarding job security and performance. 

* 
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the education community, making it more difficult to achieve the kind of consensus 
necessary to enact education finance legislation. 

5. Personnel Issues Another set of issues impacted by Proposition 13 and bound to 
create intra-educational disputes, are those issues relating to employees. 

Collective bargaining is a relatively new phenomenon in California. After a 
decade's experience with a *^meet and confer" statute, California enacted in 1975 a 
comprehensive collective bargaining' statute. The passage of 13 has important 
implications for collective bargaining. First, the reduction in revenues^ will probably 
generate increased employee frustration and will lead to a more militant employee 
stance than would have occurred had more dollars been available. Increased militancy of 
public employees in the past has led to increased public antipathy toward its employees 
in California. Labor leaders fear that this attitude, combined with the recent notable 
success of the initiative process, may lead to the attempted repeal of the collective 
bargaining sttutes. < 

Because of decreased revenue flexibility, collective bargaining issues at the local 
school board level will turn to non "bread and butter" items as teachers attemot to 
secure greater Ncontrol over their destinies. Unde^ the existing collective bargaining 
statute, many of these non "bread and butter" issues are not within the scope of 
bargaining. Teacher groups will attempt to expand .the list of bargainable issues and will 
be firmly and v^orously opposed by school board and administrative grouos.' In fact, as 
revenue becomes more scarce, boards and administrators will^seek repeal of many 
statutory provisions which now grant specified privileges oi^ benefits to emoloyees. 

V 

School boards will become even more pressured as pressure from the state centrists and 
the local -employees tug and pull at their power and control. 

If the increased .frustration caused by Jairvis arid Gann, et al^ leads to public work 
stoppage, and I think it will, the public may well act o^one of its long and most deeply 
held anti-teacher attitudes - that the tenure system protects incompetents from being 



6. Vouchers Perhaps no exterior threat is view) with greater darm by the educational 
establishment than vouchers, Currentlyi an effort by Jack Coonsi professor of law at the 
University of California^ Boalt Hall and an ardent and articulate advocate for vouchers 
as an alternative, may develop into yet another initiative - that implementing a voucher 
system. Problems generated by Serrano compliance in high expenditure districts, 
opposition to mandatory busing, general dissatisfaction with public school performance, 
disenchantment with teacher quality are enough to cause the public sector to flinch when 

the word *^voucher^ is mentioned. The prospect of declining school revenue caused by 

✓ 

Proposition 13 and the Gann Initiative materially enhance the chances for a voucher 
alternative. Increased public dissatisfaction caused by growing factionalism withirv 
education will only add to its chances. 

7. Pees California, more than any other state, has been committed to virtifaUy free, 
open access education to its citizens through the I4th grade. Almost every community 
offers, either in its adult high school program or in its community colleges a wide array 
of free, or low cost educational options. That freedom of chance and choice has been 
seriously jeopardized by Proposition 13 and the future will see a new reliance on fees, 
tuition and other charges. The effect, if unchecked, will be to reduce the educational 
opportunity for low income, minority students. California^ tuition-free community 
colleges and its low tuition University and State University and College system will be 
forced to reexamine carefully tiieir revenues and priorities. Increased reliance on fees at 
all three sectors and in adult high school programs is a virtual certainty. 

8. Uncertainty If the post Proposition 13 era can be characterized by a tingle 
predictable outcome, uncertainty will be the theme. Questions about the health of 7 
state's economy and its ability to maintain growth; the impact of the centralization of 

I 

Dolitica) decision-making in Sacramento; the possibility of additional tax cuts and the 
probability of expenditure or revenue limitation, join with questions regarding the state% 
political future, and the impact of the 13 mentality on the future elected local and state 
. officials, to paint a picture of such complexity that the only certainty is uncertainty. 
Q 88 . 
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For schools, the added unanswered questions regarding Serrano co.ijpliance, the 
future of the voucher, busing, affirmative action, collective bargaining and increased 
school board and teacher dissatisfaction make for unpredictable times. The interaction 
of aU of these factors increase the uncertainty of any predictablej result. NormaUy, one 
might predict nefr«»*{ve outcomes for a state beset by so many problems and so manv 
unansw§jed questions. However, the Californfe economy may prove to be, once a^ain, 
the states'^ salvation as it gives the citizens of the state necessary time to provide « 
longer range solutions to the most pressing problems. 

Many of the problems which led to the passage of Proposition 13 can be tied 
directly to past governmental excesses. Proposition 13 has already led to, and. will 
continue to cause a ^x^mination of the state's functions and its priorities, a not 
unhealthy exercise for any governmental enterprise. In retrospect, one can only wish 
that the Legislature had been more able to respond in a meaningful way to the demands 
of its citizens. For the future, one can only hope that the -Legislature, against, even 
tougher odds, will respond to the voters in a convincing manner. Failure to do so wiil 
lead inexorably to the continued bypass of the legislative process - an alternative^hich 
bodes ill for the future of this nation's largest state. ( 
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. PRICE INDEXES FOR TEACHERS IN MICHIGAN: 

A- REPLICATION AND EXTENSION* , 

^ ^ I. Introduction 

During the last decade, researchers .have been vigorously pursuing many of 
? CM . ■ 

K'ir> the issues surrounding the elusive concepts of equity in public education. 
^ Examples that "stand out include the differences between equity for^MT^lren 
versus taxpayers* alternative measures of equity, and the effects of school 
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finance reform on equity. One issue that cuts across almost every other dimension 
of equity is the problem of price differences across districts. Whether the 
question is measuring equity or designing or evaluating state school finance plans 
whose purpose is to foster equity, educati ona}/inputs measured in dollars (i.e. 
revenues or expenditures) may not be the appropriate object of concern if price 
differences across districts permit equal dollars to purchase unequal inputs. 
Over the past five years, researchers have begun to estimate price differences 
for educational inputs and this article both replicates some of the previous 
research and extends it in several ways. 

Since this article is intended to build on earlier work on price indexes, 
it is necessary to point out what part of the price index literature is being used 
as a foundation.^ First, while some of the research endeavors have produced a 
conplete price index for all educational inputs (Chambers, 1978a), this research 

*Leanna Stiefel and Robert Berne. The aiithors contributed equally to this paper. 
The authors are Associate Professor of Economics and Public Administration, respec- 
tively, at the Graduate School of Public Administration, New York University. New 
York, NY. Funds were provided bv the Ford Foundation. Dr. James Phelps and 
Mr. Thomas Nicol, Michigan Department of Education, deserve special thanks for data 
provision and general encouragement. The computer assistance and the research and 

^ secretarial suppoi . provided by Mr. Chris Hakusa and Ms. Karen Gruhn were critical 

^ to this paper. 

1. Much of the literature refers to these indexes as cost indexes. However, 
^ since only one part of cost, that attributed to differences in input prices, is 
^ of concern, we prefer the narrower label of price index. 
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is limited to price indexes. for teachers* salaries. Ter^chers* salaries comprised 
55 percent of operating expenditures and 74 percent of instructional expenditures 
for one year of our data (1972r73 in Michigan), so that we are focusing pn the 
most important input in terms of size. Furthermore, the methodology developed 

for teachers can be extended for other salaries. Price indexes for nonsalary, 

» 

items such as transportation and energy are, however, beyond the scope of the paper 

Second, this Ajrticle is limited to the estimation and computation of a price 
index for teachers' salaries. No attempt will be made to utilize the index in 
measuring equity (Borne, Odden, and Stiefel, 1979), determining school district 
response (Adams, 1979)',' or structuring a state aid formula (Grubb and Hyman, 1975). 

Third, and finally, the price indexes in this article are based on demand and 
suppl'l* equations estimated, simultaneously, using district level data. This 
follows one distinct line of inquiry in the price index literature (Brazer, 1974; 
Brazer and Anderson, 1975; Grubb and Hyman, 1975; Kenny, Denslow and Goffman, 1975) 
However, since it has been pointed out by Grubb and Hyman (1975) that indexes based 
on this methodology may be highly sensitive to alternative assumptions and specifi- 
cations, various indexes are estimated and compared throughout this article. An 
alternative line of inquiry in the price index literature has been to utilize 
individual ^evel data and hefdonic price theory (Chambers et al^, 1976; Chambers, 
l'978a; and Wendling, 1979). The benefits of this approach include fewer identifi- 
cation problems, simpler estimation techniques, and better data on certain aspects 
of quality and the classroom setting. But, compared to the data utilized in the 
district level appro:ches> in most states the individual level data collection 
and assembly costs are higher. Of course, furthe^research must continue to use 
individual level data and eventually compare the resulting indexes to those com- 
puted using district level data. However, until one methodology is shown to be 
preferable pr cost-effective, research on district level data needs to proceed as 
well. 

i 
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•th^y^ainder of the article is organized in five cections. Section II 
replicates the price index for teachers' salaries originally calculated by Brazer 
and Anderson (1975) for-Michigan using 1972-73 data, in this section,.. Brazer and 
Anderson's original index is compared to a similarly specified index based oh ^ 
almost all the Michigan districts, rather than the one-third originally examined . 
by Brazer and Anderson. In Section III, the sensitivity of the Brazer-Anderson » 
in^iex is tested by altering the specifications utilized to estimate the index. 
Two additional indexes are calculated in this section and compared to those esti- 
mated in the previous section.. The dependent variable employed in all the 
analyses carried out in Sections II and III is average teachers' salaries in the 
district. In Section IV, similarly specified indexes are estimated using specific 
points on each district's salary scale as the dependent variable. The starting . 
salary for a BA with no experience and an MA with no experience are used to com- 
pute price indexes, that are compared to the indexes estimated using average 
salaries. In Section V, the indexes estimat.ed in Sections II and III are re- 
estimated using data from 1975-76. Thus indexes based on alternative independent 
variables, dependent variables, and time periods £,re estimated for all Michigan 
school districts. The methodological and policy relevant conclusions that follow 
from this analysis are spelled out in Section VI. 

II. The- Brazer-Anderson Index for All Michigan School Districts 

In the 1975 Selected Papers , Harvey Brazer and Ann Anderson estimated a 
price index for 173 Michigan school -districts based on a competitive market, 
demand-supply model for teachers' services.^ They briefly considered other 

0 

2. They also estimated. a price index for all inputs, but in this paper we limit 
ourselves to indexes based on teacher salaries only. The Brazer-Anderson 
approach to inputs other than teachers was much less sophisticated than their 
teacher index (mostly due to data limitations). It probably needs more develop- 
ment rather than replication. 
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•racdeTs thaf as^^^ less than perfect competition due to bargaining or that 
'Included'two teacher quality variables (average years teaching experience and " 
.percent teachers with masters degrees) as endogenous. Braier and Anderson 
rejected the bargaining models "because they were too complex to estimate. 
•They also rejected the use of endogenous teacher quality variables, as 
measured In their data base, because the prevalence of negotiated salary 
schedules and tenure rules were thought to remove the determination of 
these quality variables from the school district's control. 

The logic of the Brazer-Anderson price index calculation was the following. 
School districts must spend differing amounts to hire an identical number of 
constant quality teachers because the supply schedule of teachers dlffers^across 
districts. Supply schedules differ not in their parameters, but In the values of 
the exogenous variables affecting supply. In order to develop a .price index 
that represents the relative purchase price of constant quality teachers, the 
estimated supply schedule of each district can be used to predict the differences- 
fr'an average salaries in the state that a district must, pay, given the valjes of 
exogenous variables not under the district's control. These uncontrollable dif- 
ferences from average salaries can than be compared to the statewide average salar 
to form an Index whose value centers on 1.0. An unbiased estimate of supply 
equation par-ameters is essential to the procedure and thus the need for a demand- 
supply model and the use of two stage least squares for estimation purposes. 

Brazer and Anderson estimated their model using 1972-73 data'for 173 
Michigan school districts, less than 3S% of the approximately 530 K-12 districts. 
The 173 districts were representative of Michigan K-12 districts along many 
dimensions and the regression model does not require a random sample for estima- 
tion purposes. Nevertheless, If Indexes such as the Brazer-Anderson one are to 
be used In state policy, it is likely that state policymakers will want to k.iow 

162 

100 



ihe-serisitiVity 6f* the index to the number of districts' used for estimation. 
Also of interest are the values of the index for the districts not included in 
the 173 school district sample. In this section of the paper, we briefly review 
the Brazer-Anderson demand-supply theory. Their model is reestimajted usin^ data 
from approximately 500 Michigan school districts and the resulting two-stage 
regression coefficients are compared to the ones estimated by Brazer and Anderson. 
Then a price index, is calculated based on the new regression results for the 
supply equation but using the Brazer-Anderson assumptions on uncontrollable 
variables. Finally this new index is compared to the original Brazer-Anderson 
one in order to determine the differences between an index estimated on a sample 
versus one estimated on the population, of school districts. 
Th_e -Brazer-Anderson (B-A) Theory 

The B-A model is a straightforward demand-supply model, with the addition 
of an extra endogenous variable meant to capture the simultaneity of the salary 
determination and school budgeting processes. The three endogenous variables 
are average teacher salary (ATS), the number of teachers employed per thousand 
students (TPUP), and school district millage rate that is voted on top of an . 
unvoted basic millage allocated by the county to the school district (MILLV). 
The MILLV variable is the additional budget-process- endogenous variable. 

The demand equation for teachers, with ATS as the dependent variable, is 
a function of three groups of variables: the endogenous variables, TPUP and 
MILLV; community taste or preference variables; and variables related to ability 
or capacity to support education. 

1. The endogenous variables: B-A hypothesize the usual downward sloping 
demand curve, and thus expect the coefficient on -TPUP to be negative. The 
coefficient on MILLV is expected to be positive because MILLV is included as an 
indication of a community's willingness to support education. 
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2. Preferences orj taste variabTes: Four variables arejncluded to repr6- . 
sent the school distrWt's preferences or taste for education. These variables, 
along with the predicted sign of their coefficient, are the following: 

PPUPOP(+) proportion of population that is public school pupils; 
PFOR(+) proportion of the population who were born abroad or had parents 

born abroad in -1970; 
MOB(+) percent of the population aged five and over who lived in the same 
house in 1970 as in 1965; 
^ . PCOL(+) percent of the adult population who attended one or more years of 
college in 1970. 

3. Ability or capacity variables: Five variables are used to measure ability 
or capacity to support education. These variables, with the predicted sign of 
their coefficients, are the following-: 

PRICH(+) percent of families with 1969 income equal to or greater than 
$15,000. 

SEy.P(+) 1972-73 state equalized property wealth per pupil in thousands 

4 

of dollars, 

RES(-) percent of property wealth accounted for by residential property; 
REVPL(-) proportion of total local district general reven-ie provided by 

local sources in 1972-73; 
TAXO(-) total non-school tax levy imposed on property in the district. 
We were able to replicate all of the variables, except TAXO. Appendix 1 to 
this paper gives the source for each variable included in our replication of 
B-A's model, as well as for variables included in models reported later in the 
paper. . • 

The B-A supply model postulates that ATS is a function of one endogenous 
.variable (TPUP) and four sets of exogenous variables: teachers' experience and 
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edupatiori of, pupils and schools in the district; characteris- 

tics of the cdnmunity; and measures of union strength* 

!•; The endogenous variables: Since the B-A model is a competitive one, 
the supply curve of labor is postulated to be perfectly elastic for each dis- 
trict and the coefficient on TPUP is expected to have a coefficient not 
significantly different from zero. 

Teacher quality variables: The two variables available to measure 
teacher quality are ones built into the salary schedule: 

AYTt(+) average years of teaching experience for the districts' teachers 
in 1972-73; 

PTECM(+) percent of teachers holding Masters' degrees or high'er in 1972-73. 

3. Pupi Tor school characteristics: To measure pupil or school characteris- 
tics the following three variables were included: 

LIOPUP(+) base ,10 logarithm of the number of pupils in 1972-73; 

SKCF(-) a measure of fourth grade achievement on a test of basic skills;. 

PMALES(+) percent of teachers who are male in 1972-73. 

4. Community characteristics: B-A gathered six variables to represent 
community characteristics: 

C[^(+) central city; RUR(?) rural area; SUB(?) suburb; IND(?) independent 
city (the control type); 
0 PNW(+) percent of the population in the district that is minority in 1969; 
MFY(+) median family income in district in 1969; 
DENS(+) population density in the county^ in 1970; 
MLEMP(+) average earning of employed males, aged 16 and over in the 
" county in 1969; 

PCOL(-) proportion of the population who attended one or more years of 
college in 1970. 
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^-.'vu^'jpniiiiiort^ are included in the 

i supply equation: • 

StRK(+) number of days teachers in district were on strike during three 

years, i970 to 1972; 
CONTRCT(+) pres'ence (1) or absence (0) of an agency shop and binding 
arbitration in 1973-74. 
Reestimati on of the B-A Specification With 469 School Districts 

We used two-stage least squares to reestimate the B-A model, with 469 Michi- 
gan K-12 school districts for the 1972-73 school yesr. Approximately 60 
districts in existence in 1972-73 were omitted due to lack of data on at least 
one variable. The estimated demand and supply equations are presented in 
. Tables la and' lb, along with B-A's estimated results. Variables with no dates 
are for a calendar year, usually 1970, while those with a 73 following their 
mnemonic are from" the 1972-73 school year. The results of the two estimations 
are very similar. Almost all the variables have the same sign and similar 
magnitude; with one or two exceptions the (asymptotically) significant variables 
are the same. While the results are not necessarily surprising given- that . 
regression analysis doe', not require a random sample for good estimation, still 

o 

it is reassuring to confinn that estimations with a sample representative of^the. 

state and with nearly all districts in the state yield similar results. We do 
2 

not report an R with our estimate, since two stage least squares does not 

2 ''' 
readily lead to an R calculation. However, for those who are willing to define an' 

« *° 1 - MHrSfls&c-rfeKT • ^"P"ts to this 

culatipn are given at the bottom of the table. 

Calculatio n of a Price Index Using the Reestimated Supply Equation 

A price index that is constructed from an estimated teacher supply aquation 
is meant to indicate differences in the price of constant quality teachers due 
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Table .la 

TSLS ESTIMATES .OF.'oEMAND EQUATION FOR AVERAGE TEACHERS SALARIES (ATS73) 
IN 459 MICHIGAN 'kHOOL DIStRICTS FOR 1972-73 USING B-A SPECIFICAT-ION 



Reestimated B-A Specification 


From B-A (1975) 


Variable 


Regression 
Coefficient" 


't' 
Statistic 


Regression • 
Coefficient 


Statistic 


INTERCEPT 


19260. 


11.83 


15517.' 


5.75 


TPUP73* 


-303.1 


-7.90 


-294.4 


-5.18 


MILLV73* 


33S.1 


5.59 


387.1 


7.44 


PCOL 


^9.815 


.70 


52.68 


. 2.46 


PPUP0P73 


149.4 


.09 


6927. 


1.89 


DCOD 

rrOK 


3936. 


3.90. 


3332. 


1.90 


MOB 


f7.4l5 


-.68 


24.12 


1.54 


PRICH 


-6.453 


-.57 


-28.10 


-1.58 


SEVP73 


169.1 


4.94 


305.1 


"6.76 


REVPL73 


-6076. 


-3.25 


-11630 


-.93 


RES 


-15.58 


-3.08 


-8.720 


-4.67 


SST(ATS) = 767,798,260 








SSE( Equation) 


= 954, 053 ,.184 









♦Endogenous variable 
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Table lb • 

TSLS ESTIMATES OF SUPPLY EQUATION FOR AVERAGE 
IN 469 WICHIGAN SCHOOL DISTRICTS FOR 1972-73 



TEACHERS SALARIES 
USING B-A SPECIF J .< 





Reestimated B-A Specificati 


on 


Vari able 


Regnession 




Coefficijent Statistic 


INTERCEPT 


1 71 o • 


1 #42 


TPUP73* 


10 • /o 


• 00 


AYTE73/ 


lOl • o 


ii^44 


PTECM73 ^ 


91 no 


^•Z3 


LI0PUP73 


poo c 


4^69 


SKCF 


A 070 
H • O/ £ 


• 35 


Pri;UES73 


1 7 CO 
17 •DO 


3.73 


^'E \ , \ 




1 il n 

1.49 


RUR 


-Hi tOl 


-.29 


SUB^ 


76.26 


.60 


FHV/ 


10.92 


2.00 


riFY 


.0620 


2.35 . 


DENS 


.2406 


7.14 


MLEMP 


.2210 


5.56 


PCOL 


2.604 


• .49 


STRIKE 


-14.89 


-1.30 


CONTRACT 


214.5 


4.02 



SST(ATS) « 767,798,260 
SSE(Equation) = 124,591,912 



From B-A (1975) 



Regression 


't' 


toeTticlent 


Statisti 


-591.6 


-.20 


53.87 


1.50 


193.9 


' 4.49 


33.22 


3.31 


813.2 


2.65 


-1.152 


-.03 


31.40 


2.08 


462.8 


1.29 


-184.6 


-.67 


-59.5 


-.22^ 


-1.663 


-.16 


.0967 


1.89 


.1805 - 


2.74 


.2286 


2.37 


-28.73 


-1.94 


30.17 


1.98 


361.6 


2.11 



♦Endogenous variable 
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<..t6.yariabl€is. that are/not under.'ia district's cohtroT. the mechanicrof .this 
.construction of such an index for any district, j., involve the following 

♦ * . ' • ' 

calculations: 



•Index. = h^hi'V \ f 



where i^TS is the mean value-of ATS ^or all d-istircts included in the index, b^. 
is the estimated regression coefficient for each variable in the supply equation 

not under the school district's control, X^^ is the actual value of variable i 

th — ^"""^ 

in the j district, and X- is the mean value of variable i for all districts."^ 

The choice of which supply variables are not under the district's control ^ 

is crucial, 'in this section, we replicate the 8-A choices, using the coefficients 

i 

from our reestimated equation. The variables selected as uncontrollable by B-A; 
arej AYTE, PTECM, LPUP, SKCF, CE, RUR, SUB, DENS, MLEMP, PCOL. Five variables 
were counted as controllable, mostly for policy reasons. For example, B-A argue 
that it would be poor policy to assjgn a higher index to'distric^ that had more 
strike'days becausre of the perverse'bargaining incentives. Likewise, few policy- 
makers would be comfortable assigning a higher index to districts that hired 

> 

proportionately more.males. While these choices can be debated, the most contro- 
versial choice is the inclulion of the quality variables, ATYE and PTECM, as un- 
controllable. However B-A are consistent in their argument about these variables, 
since they made the variables exogenous rather than endogenous in their estimation 
procedure. 



3. There are alternative ways to calculate an index from a regression equation. 
They vary depending on assumptions made about the controllability of the unex- 
plained variation in the supply equation. B-A present a discussion of the 
alternatives (1975) which We do not repeat here. We followed the B-A procedure 
and assume the residual Is controllable. 
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T^e original B^-A index based on 173 districts and our reestimated index 
' based on 505 districts are compared in two different ways.^ First, six districts 
from various parts of the state are choseu for compa\^ison. Throughout this 
paper, these same six districts will be used. • Second, the Pearson correlation 
coefficient between indexes is analyzed. Below are the calculated indexes for 
six districts, based on the original B-A estimation (IMDEXB) and on our reesti- 
mation (INDEXl). While these six districts were chosen from different areas of 
the state, they are not necessarily representative of other districts^ in those 
areas. The six are used only to give concrete examples of what the index ':al- 
culations look like in specific cases. 



„ . School * 
District 

Scho ol District Number INDEXB INDEXl 



Detroit (CE) 82010 1.274 1.383 

BijTuingham (SUB) 63010 1.062 1.255 

Kalamazoo (CE) , 39010 1.127 1.174 

.Cheboygan (IND) 16015 1.005 1.004 

tiarquette ( IND) ^ 52170 .963 1.053' 

, Kingsley Area (RUR) 28090 - .818 .850 

* 

•^ean.for entire sample of districts . 1.000 1.000 
^Range for entire sample of districts (.767.; 1.275) , (.798; 1.383) 
.Standard deviatio.n for entire 

sample of districts .095 .095 



Appendix 3 contains a list of the calculated indexes, where available, for each 
school district in the state. The school district number is a coding number, ' 
where the first two digits represent the county and the last three the school 
district within that county. Both indexes have a mean value of 1.000, and a 



4. Note that the price index is computed for a slightly larger sample'(505) 
than the sample utilized for the two stage least squares regressions (469). 
For the regressions, districts are omitted if one of the variables in the 
specification is misslig. Districts were omitted from the calculation of the 
price index only if one of the variables In the price index is missing. The 
robustness of the regressions for widely varying sample sizes prov-ides a 
jQstification for including districts In the price index "that are not in the 
regression. A similar procedure is used throughout the paper. 
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^standard deviation of .0%, but differ slightly in their ranges, with INDEXl 
covering a greater range and having a longer tail at the high end, 

Detroit is very near or at the top end of both indexes, while the upper 
peninsula and upper part of the lower peninsula districts, Marquette and 
Cheboygan, are close, to the mean.^ The Detroit suburb^ Birmingham, is ranked 
differently by the two indexes - close to the mean on INDEXB and relatively 
high on INDEXl. The medium sized city of Kalamazoo,, in southwestern Michigan, 
is somewhat above, the mean and the rural districts* Kingsley Area, in the north- 
western part of the lower peninsula, is substantially below the mean. While 
both indexes rank Detroit highest and Kingsley Area lowest, the rankings of 
the other four districts are somewhat different. 

Looking at six districts cannot, of course, tell us systematically what Is 
happening with all districts. For an analysis of all districts, we turn to the 
correlation coefficients. The Pearson correlation coefficients between Indexes 
are displayed in Table 2. The table shows the correlations between all the 
Indexes discussed in this paper and will be referred to , as appropriate, in 
following sections. INDEXB and INDEXl are correlated .927, very highly on an 
ab.solute scale as well as relative to other correlations In the table. 

Based 'on^the analysis of the coefficients of .the estimated structural 
equations, "as well as the calcuTatio^a.of the indexes, we'conclude that a price 
Index for Michigan school districts, estimated wlth^a representative sample of 
districts versus one estimated with nearly all districts, yields very comparable 
results. - _ . ' \ \/ • ; 

s 

III. Alternative Formulation of the .Demand-Supply Model 

To' a certain extent, the B-A choices about endogenous variables and about 
appropriate variables to represent types of exogenous factors such as tastes or 
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Table 2 

CORR£LATI(MS MtttC ALTERtMTIVE PStlCE INDEXES FOR HICHIGAN SCHOOL DISTRICTS* 





INpCXl 


IN0EX2 


IN0CX3 


BRSB't 


LBSBA 


BRSHA 


LnS'tA 


UltlOEXl 


UIN0EX2 


UIHDEX3 


INOEXB 


.927 
073) 


.657 
(173) 


.892 
(173) 


.808 
(173) 


.728 
(173) 


.799 
(173) 


. .713 
(173) 


.889 
• (173) 


.673 
(173) 


..859 
(173) 


INOEXl 


• 


.788 
(505) 


.972 
(505) 


.894 

(505) 


.801 
(505) 


.890 
(505) . 


.784 

(505) 


.964 

\505) 


.787 
(505) 


i938 
(505) 


IN0EX2 




- 


.833 . 
(528) 


.867 
. (507) 


.939 
(530) 


.846 

(507) 


.854 
(530) 


.817 
(507) 


.978 
(530) 


.858 
J530) 


IH0EX3 








.845 
(505) 


.819 
(528) 


.839 
(505) 


.800 
(528) 


.942 
(505) 


.816- 
(528) 


.950 
(528) 


BRSBA 










.907 
(507) 


.998 
(507) 


.890 
(507) 


.914 

(507) 


.890 
(507) 


.873 
(507) 


LBSBA 












.892 

(507) 


.958 
(530) 


.830 
(507) 


.951 
(530) 


.859 
(530) 


BRSKA 














.887 

(507) 


.913 
(507) 


.873 ' 
(f07) 


.868 
(507) 


LBStIA 
















.814 

(507) 


.874 

(530) 


.831 
(530) 


UINDEXl 


















.826 
(507) 


.961 
(507) 


UINDEX2 




















.865 
(530) 



♦The number of districts included In correlations is in parentheses. The number is the lower of the numbers included in either index. 
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school and pupil characteristics- are arbitrary. From a policy perspective, 
it is desirable that slight modifications in theory, especially ones about which 
r.^«rearchers might debate, have little effect oh the final price index. In order 
to test the robustness of the Michigan price index to slight differences in 
thec/y, we briefly develop^ome alternative specifications of the demand-supply 
nodelfor teachers' services. We then use two-stage least squares to estimate 
the reformulated specification and compare the results to our reestimated ver- 
sion of the original B-A specification. Finally two price indexes based on the 
reformulated specification are calculated and compared to the B-A indexes. 
■Reformulated Demand-Suppl'/ Theory 

B-A include three endogenous variables in their model. The first two 
(salaries, ATS, teacher/pupil ratio, TPUP^y are specifications of the usual 
price and quantity variables essential to any demand and supply model. The 
third, extra voted mill rate, MILLV, is an attempt to build into the model the 
public budgeting context in which the market for public school teachers operates, 
'..'hile the budgeting context is important and ideally a full fledged model of 
financial decision making in school districts should be constructed,^ the inclu- 
sion of an endogenous MILLV variable seems grossly inadequate to the task. We 
choose to simplify the model as much as possible and do not see much loss from 
elimination of MILLV in the reformulated model. 

In the reformulated demand equation, with ATS as the dependent variable, we 
follow B-A with the use of three sets of variables: the endogenous TPUP with an 
expected negative signi community taste or preference variables; and variables 
representing ability or capacity to support education. In addition we include 

5. See 3razer and Anderson (197S) for a discussion of why the quantity 
variable is a ratio of teachers to pupils rather than just number of teachers. 

6. See Robert Inman (1979) for a perceptive summary of the state of the art 
in public expenditure and budgeting models. 
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a variable, the number of school dlsti'lcts per square mile in th^ county (OISSMC), 
wh'ich we use as a pro^y for degree of competition among districts and expect to 
have a positive coefficient.^ The community taste variables are similar to B-A's, 
with the exception that we omit MOB and include PM.UES. The ability to support 
education variables are somewhat different from B-A^s, While we continue to in- 
clude SEVP and RES as they did, we add four new variables in place of PRICH and 
REVPL, These are median family income (MFY), change in per capita income between 
1970 and 1973 (CHIN7073), state aid per pupil (STOIPP),and federal aid per pupil 
(TTFDPP). We think these variables represent well the income of a district and 
the intergovernmental aid available to it. We expect positive coefficients on 
ajl. four variables. 

. The specified supply equation uses the same types of variables as did B-A, 
bux with different choices to represent pupil and school characteristics, and 
community characterisitcs. For lack of a better alternative, AYTE and PTECM 
again measure quality. For the pupil and school characteristics, we make the 
following modifications to the B-A ifiuJeU The number of pupils (PUP) and the 
square of the number of pupils (PUPSQ) substitute for the logarithm of the 
number of pupils (LIOPUP). The percent of pupils classified as special education 
(SPED) substitutes for SKCF, with' an expected positive sign. Finally, the number 
of noninstructional professionals per pupil (PRPUP) is used to represent desir- 
able working conditions within a school arid a negative sign is predicted. 
Community characteristics are measured by a slightly different group of variables 
than those identified by B-A. The location variables are changed to coincide 
with distinct areas in the state: districts in the upper peninsula (UP), districts 
in the northern part of the lower peninslila (CENT), districts in the Detroit SMSA 
(METRO), and the control group of districts in the southern part of the lower 

7. See Jay Chambers (1978b), for a rationale for use of such a variable. 
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peninsula, but not In the Detroit SMSA (OTHER). MLEMP and PNW are included as 
before, -but MFY and PCOL are omitted because they seem to us to be more appro- 
priately classified as demand variables. .Finally DISSMC is substituted for DENS. 
While the two measure different things (degree of competition versus congestion), 
they are highly correlated and are difficult to use together. 
Estimation of the-Respecified Model 

The two^stage estimates of coefficients and asymptotic t values are pre- 
sented in Tables 3a and 3b. The years in which the data were collected are 
once again either the calendar year» 1970, or the school year, 1972-73,and 

- 470 K-12 districts hav.e complete data for all variables. For the variables 
that are the same between the respecified irTodel and the reestimated B-A model 
(Table la and lb), the coefficients are essentially in agreement as to magnitude 
and sign, except for PPUPOP in the demand equations. In the respecified demand 
model (Table 3a), PPUPOP has a large negative sign while in the reestimated B-A . 
model (Table la), it has a positive sign. The t valut in the respecified model 
is high, but should be interpreted with caution. We have used the same data 
base to estimate several different equations, so that- the assumptions of classi- 
cal hypothesis testing no longer hold. We expected PPUPOP to have a positive 
sign. One possible explanation for the negative sign is that the variable may 
represent both a taste and a cost factor. On the cost side, a larger ratio of 
pupils to population means that constant expenditures per pupil cost the adults 
more per capita than in a district with a low ratio, Districts with high ratios 
may opt for lower per pupil expenditures, which in tur-. translate into lower 

, Salaries. While a plausible explanation, the shift in sign and the large nega- 

,tive magnitude means we cannot be confident about the variable's effect. 

Othet- variables that we added to the demand equation with fairlj^ good 
success.. MFY, CHIN, STDIPP-and TTFDPP all have the correct,' positivfe sign and 

•three of the four have high J values. 



Table 3a 

TSLS ESTIMATES OF DEMAND EQUATIONS FOR AVERAGE TEACHERS SALARY (ATS73) 
IN 470 MICHIGAN SCHOOL DISTRICTS IN 1972-73 USING REFORMULATED SPECIFICATION 



Variable 



Regression 
Coefficient 



't' Statistic 



INTERCEPT 


13223. 


10.42 


TPUP73* 


-168.8 


-7.49 


PCOL 


18.14 


2.32 


PPUP0P73 


-4896. 


-5.44 


PFOR 


2069. 


3.15 


PMALES73 


23.97 


2.84 


DISSMC 


• 24869. 


5.31 


SEVP73 


37.54 


2.38' 


RES 


-2.60 


-.83 


MFY 


.2211 


6.10 


CHIN7073 


6117. 


2.74 


STDIPP73 


.0674 


.06 


TTFDPP73 


7.609 


5.52 


SST(ATS) = 770,358,127 






SSE( Equation) = 375,422,051 • 




♦Endogenous Variable 
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Table 3b 



ERIC 



TSLS ESTIMATES OF SUPPLY EQUATIONS FOR AVERAGE TEACHERS SALARY (ATS73) 
IN 470 MICHIGAN SCHOOL DISTRICTS IN 1972-73 USING REFORMULATED SPECIFICATION 



Regression 

Variable Coefficient 't' Statistic 

INTERCEPT ■ 4264 4.76 

TPUP73* 42.57 2.19 

AYTE73 192.3 11.10 

PTCEM73 31.86 • 8.34 

PUP73 .0611 7.08 

PUPSQ73 .21X10-6 -7.03 

SPED73 6942. 2.04 

PRPUP73 • -13.33 -2.14 

PMALES73 5.316 .93 

OISSMC 14812. 3.67 

METRO 379.7 2.38 

UP -74.45 • -.53 

CENT -17.81 -.15 

PNVi 10.20 1.85 

MLEMP .2383 5.87 

CONTRACT 268.3 , 4.34 



SST(ATS) = 770,358,127 
SSE(Equatlon) = 163,836,050 

♦Endogenous variable 
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the supply equation (Table" 3b) is also successful in tenns of predicted 
signs -of coefficients. SPED has a large positive coefficient and a high t 
compared to the coefficient of the variable it substituted for, SKCF, in the 
B-A reestimation. PRPUP has the expected negative sign, the PUP and PUPSQ 
variables perform as well as LIOPUP, DISSMC is an adequate substitute for DENS, 
and we obtain the same mixed results on the location variables as did B-A, with 
METRO having a large positive coefficient. 
Price Indexes Based on the-Respecified Model 

While the differences in thesturctural equations are interesting, the 
critical question for policy purposes is how much difference in price indexes 
results from the use of alternative equation specifications. In addition to 
testing the sensitivity of the index to the equation specification, we will 
also look at changes in the index that result from alternative assumptions about 
whether the two quality variables, ATYE and PTECM, are uncontrollable. 

Two new indexes are calculated, using the estimated supply equation coeffi- 
cients presented in Table 3b. The indexes differ only in terms of whether the 
two quality variables are included as uncontrollable. INDEX2 specifices the 
following. variables as uncontrollable: UP, METRO, CZm, MLEMP, Pm, PUP, PUPSQ, 
SPED, DISSMC. INDEX3 inc'ludes these variables plus AYTE and PTECM. 

The values for the six example school districts are shown below: 



School 

School District District Number INDEX2 INDEX3 

Detroit (CE) 82010 1.103 1.227 

Bimingham (SUB) 63010 1.166 1.321 

Kalamazoo (IND) 39010 1.066 1.175 

Cheboygan IND) 16015 .953 ,976 

Marquette (Ifjp) 52170 .961 1.025 

Kingsley Area-(RUR) 28090 .966 .861 

Mean for entire sample 1.000 1.000 
Range for entire sample (.890; 1.259) (.786; 1.427) 
Standard deviation for 

entire sample .068 .102 
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IN0EX2 and INDEX3 do not bbth rank Detroit highest nor Kingsley Area lowest, 
as did INDEXl and INDEXB. Instead, Birmingham is highest on both, Detroit 
second, and Kalamazoo third. The fourth, fifth and sixth positions shift 
among the districts depending on which index is used. The range and standard 
deviations for INDEX3 are considerably higher than those for INDEX2. This 
might be the expected result .because AYTE and PTECM are assumed uncontrollable 
for INDEX3 and these two-variables have large coefficients in the supply equa- 
tion as" well as relatively large variances in the sample. 

The correlations using all districts for which data are available are 
shown in Table 2: INDEXl and INDEX3, which are highly correlated at .972, 
differ In terms of variables used in the estimating equations; however, the 
two indexes both include AYTE and PTECM as uncontrollable. INDEX2 and INDEX3 
on the othrir hand show a lower correlation of .833. These two indexes use the 
same estimated equation, but in INDEX2, ATY^ and PTECM are assumed to be under' 
the control of the school district. Assumptions about whether quality is 
controllable make more of a difference for these Michigan districts than do 
decisions about which variables to include in the estimated equation, When 
both the estimated equations and the controllability of AYTE and PTECM are 
varied (INDEXl and INDEX2)i the correlation coefficient falls even lower, to 
'.788. 

One conclusion to be drawn from this section is that marginal changes in 
equation specification tpake little difference in the index calculations, but 
decisions about the controllability of the quality variable have an- impact on^ 
the variation in the index as well as on the agreement between the indexes. 
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IV. Alternative Price Indwtes. utilizing starting Salaries . 

The two price indexes calculated in the previous section each employed 
different assumptions regarding tb« two teacner "quality" variables, average 
years of teaching experience (AYTE) and percentage of teachers with degrees 
at the Masters level and beyond (PTECM). AYTE and PTECM were assumed to be 
under the control of the school district and reflective of quality in the 
fomulation of INDEX2. In INDEX3, however, AYTE* and PTECM were consfdered 
part of the administered salary schedule and, as a result, largely beyond 
the control of the individual school district. Following through on these 
. assumptions, INDEX3 includes AYTE and PTECM in the calculation of the index, 
'while they are. excluded from the calculation of INDEX2. The results in 
Section III showed that although the ranges and standard deviations in the 
indexes are somewhat affected by the alternative assumptions, the correlation, 
between the two indexes is still relatively high. 

In this section an alternative strategy to embody the assumptions incor- 
porated in INDEX2 is utilized to calculate four different price indexes ._ Note 
that the supply equation used to estimate INDEX2 (and INDEX3) included AYTE 
and PTCEM as independent variables since both variables are hypothesized to 
affect average teachers' salaries in the district. However, a different way 
to take the structure of the salary schedule into account, without using AYTE 
and PTECM as independent variables in the supply equation. Is to estimate both 
the supply and demand equation for an identical point in each district's salary 
schedule. Once a fixed point in the salary schedule (such as starting salary 
for a BA) is used as the dependent variable, there is no need to use AYTE and 
PTECM as independent variables in the supply equation. Equally as important, 
there is no choice in the treatment of AYTE and PTECM in the construction of the 
index. They are not in the regression estimates and therefore are not included 
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in the index. This is consistent with the assumption that AYTE and PTECH.are 
quality variables that are controllable by the school district, the same 
assumption embodied in lflDEX2.® 

Two dependent variables representing different points on the salary schedule, 
were obtained from Michigan Education Association reports for Michigan districts 
in 1973-74. The firsi is the starting salary 4or BA's with no experience "^SBA) 
and the second is the starting salary for MA's with no experience (SMA). Both 
SBA and SMA are used as dependent variables in demand-supply models utilizing 
the" Brazer-A'/iderson specification described in Section 11" and the reformulated 
specification described in Section III. Specification wise, the only difference 
is that neither AYTE nor PTECM is included in the regressions estimated in 
this section. After the equations are estimated utilizing the same data for 
the independent variables described in Sections II and III, the supply curve ^ 
is useii to calculate price indexes and these indexes are compared to the ones 
estimated previously. 

Before the actual price indexes are discussed, however, a few comments on 
the'estimated regressions are in order. Appendix Tables 2.'la through 2. Id dis- 
play the demand and supply equations for "the B-A specificationand the reformu- 
lated specification, respectively, all with SMA as the dependent variable. 
(The regressions with SBA as the dependent variable strongly resemble those 
shown in the Appendix.) The demand equation for SMA using the B-A specification 
(Appendix Table 2.1a) performs similarly to the B-A specified demand equation 
for ATS (Tattle la). The sarie six variables in both have t values over two. 
The supply equation for SMA using the B-A specification (Appendix Table 2.1b) does 

8. If AYTE and PTECM are assumed to be controllable by the school district, then 
an additional alternative strategy would be to treat AYTE and PTECM as endogenous 
variables in the modiels with ATS as the dependent variable.' However, since Brazer 
and Anderson tried this without success, it is not replicated in this article. 



not perform as well as the comparable equation for ATS (Table lb). Three 
variables (PMALES, PNW, and MLEMP). with t values over two for ATS have t 
values under one for SflA. Neither the demand nor the supply equation for 
^SMA using the reformulated specification (Appendix Tables 2.1c and 2. Id) have 
as many significant variables as the equivalent equations for ATS (Tables 3a 
and 3b). Finally, in both specifications of the supply equation for SMA, the 
coefficients on almost all variables are smaller in magnitude than those for 
ATS. AUhough there are differences in the regression results, a more impor- 
tant question is whether these differences affect the price indexes. 
Price Indexes.With SBA and SHA as Dependent Variables' ' 

Xhe two dependent variables and two specifications yield four price indexes 
that are labelled as follov/s: 

Specification 

f • B-A Re^pecified.- 



Dependent SBA 
Variable 

St^A 



• BRSBA . 


LBSBA 


BRSMA . 


LBSMA 



These four indexes are computed identically to those that use ATS as the 
dependent variable. The only difference occurs because AYTE and PTECM are not 
used in the regressions nor in the- subsequent indexes using SBA and SMA. A . 
comparison of these four indexes with those based on ATS could yield two types 
of differences. First, the SBA and SMA indexes could be uncorrelatejd with 
those produced by ATS. Given our demand-supply theoryi if the inde)(es are uncor- 
rected it would indicate that there is some process at vork that is , not well 
represented in the theory or captured by the available data. That is, from 
v/hat is known, the expectation is that the indexes will be highly correlated; 
Second, the magnitude of the price variation reflected in the SBA and SMA 
indexes may be different compared to the ATS indexes. In fact, since the SBA 
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and SMA ind^„es assume that AYTE and mCfi are qual i ty variables that should 
not be reflected In the price ihdex. it is expected that the SBA and SMA 
indexes will have a smaller price variation than- the ATS Indexes. The indexes 
^ for the six districts and the correlation matrix can be examined to assess 
both these expectations. . 

, School 
c , District 

School District Humber... BRSBA BRSMA LBSBA LBSMA 

. Detroit ,(CE) . 82010 1.125 1.160 \ ^ ^ia 

Bimlngham. (SUB) '63010 1 028 ' i 0$fi Aln 

Kalamazoo (CE) 39010 1 03? Alt f'SJS ^'^^^ 

-Cheboygan iiND) 16015 " Im . .^2 '-972 ''gj^ 

Kf^A^U 2S. ^^i i .-g 

SM^::... - (.^s.s)(.^!?^eo)c^:i28».i.i59. 

sample .026 .035.^ .030 • .031 

. The individual Indexes for the six selected districts as well as certain. . 
summary statistics for all districts in the. sample, shown above, confinn the 
second expectation. The range and standard deviation of the SBA and SMA 
indexes are substantially smaller tfan those for t'he lndexes based on ATS 
(INDEXl. INDEX2. and INDEX3). Specifically, the standard devia'dons for the 
ATS- indexes are two, to three times greater han those shbwn above. 

For these six districts, the overall pattern for the ATS. SMA and SBA 
indexes Is relatively consistent. At a general level. Detroit. Birmingham 
and Kalamazoo are consistently above the mean. Cheboygan and Marquette around 
the mean.and Kingsley Area below the mean. HoWyer. certain disagreements can. • 
.be found, for individual pairs of districts (e.g. Detroit and Bimingham) when 
the ATS indexes are compared to the SBA and SMA. indexes. 

A more complete comparison among the indexes can be obtained from the 
correlation coefficients ^displayed in Table 2. The level of agreement between 
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2^ ■ the^^VTS' Indexes- a indexes is generally high, with ten of 

V twelve xbrre.Uti on coeHic from .8 to .9. The intercorrelation 

r> V ambng the ,SBA and SMA indexes alone are even higher, ranging from .887 to .998. 

iFinally,. note that the correlation between IHDEX2 and each of the four SBA and- 
T;> -Sm indexes is always "higher than the correlation between IN,DEX3 with the same 
X v SBA-and SMA index, again illustrating the effect of a similar treatment of the 
f " Witlty" variables^ „ , 

"The analysis in this section "has shown that utilizing fixed points in the 
salary schedule rather than average teachers' salari°es/has some effect on the 
- magnitude of the price differences inferred from the price index. More speci- 
V finally, the indexes using SBA and SMA as dependent variables yield price 

differences only one-third^ as large as the indexes that use ATS. 

y.-' • Hov/ever, tjie choice of SBA or SMA versus ATS does not greatly influence the 

. agreement in the price indexes .for the individual districts as evidenced by the 
; high correlations among the indexes. Of all the specification differences 

, considered thus> far, the assumptions regarding teacher quality stand out a^ most 
^- • irnpbrtant. 

■ V. Update From 1972-73 to 1975-76 of B-A and Reformulated Specifications 

A final issue relevant to the use of price indexes in state finance plans is 
the sensitivity of the indexes to the updating' of the data ujjon which they are 
t estimated and calculated. In this section, we use 1975-76 data, whene available, 
to reestimate the B-A specification and our reformulated specification. Then the 
indexes calculated on the basis of the updated supply equations are compared to 
the 1972r73 indexes, 
r — The Demand and Supply Equations With 1975-76 Data 

The updated B-A specification is displayed in Appendix 2, Tables 2.2a and 
2.2b. Variables that have been updated are identifiable by the 76 that follows 

their mnemonmic {e.g. TPUP76). A comparison of Appendix Tables 2.2a and 2.2b 
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#i'th<text ^hble^ :wh$r(B the same equation: is estimated With 1972-73 

' data, shows that there are hot" major 'changes. While several...yariables change 
signs, only one of them (PCOL in the 1975-76 equation) has a t value over 2 
in either equation. A comparison -of the reformulated specification for 1975-76,' 
displayed in Appendix Tables 2.2c and 2.2d, with the same equation for 1972-73 
(Text tabled 3a and 3b), .also shows consistent results. Only one variable 
chariW sign, and only four have t values that move from values of under 2 to 
values over 2. 

jost Indexes Based on 1975-76 Supply Equations 

.A , Given the similarity in results for the estimated structural supply 
equations based on 1972-73 and 1975-76 data, we would expect the price indexes 
calculated from the different equations to be very simil|r-as well. A look at 
the correlations in Table 2 confirms this expectation. The updated l«f75-76 
indexes are labelled with a "U".for "update" before their names. Thus UINDEX1_ 
is. calculated, the same as. INDEXl , except it is based on the 1975-76 supply 
equation. INDEX! , I.NDEX2 and INDEX3 are correlated' with their respective 
updates .950 or higher. The updated indexes are correlated to one another in 
the expected pattern: the highest correlation '(.981) is between the two indexes 
that assume the quality variables are uncontrollable and the lowest correlation 
(.826) is between the two indexes that make different assumptions abcut controls 
lability of quality and are based on different sgecifications of the supply 
equation. The results, of this section show that the' Michigan price indexes for 

teachers' salaries are insensitive to updating over a three-year period. 

VI. Conclusions 

It is still an open question whether or not econometrically estimated 
price indexes will become an accepted component of state school finance plans. 
Florida broke new ground by recognizing price differences in their state aid 
plan. However the Florida index follows a market basket, rather than econometric, 
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approach. YqHc State's Task Force ph Eqiji ty and Excellence .in Education 
whose^mandate Is: to look (again) at New York's school fl nonce system In the wake 
of Levittown v» f^qulst has also considered the price difference Issue. The Task 
Force has accepted the legitimacy of price differences and has had Its researchers 
estimate, an econometric, Individually based, Index. Furthermore, the prlce Index 
Is being used by the Task Force in equity assessments and alternative, formula 
. simulations. But- It will be some time before the Task Force's final. reconmenda- 
tlons are put forward, and It Is unclear whether these recommendations will be 
accepted by the legislators. While these two examples show that price Indexes 
may, potentially, be used by state level policymakers, their uniqueness emphasizes 
that" there are" still many research questions, that are unanswered. 

this article has built upon existing price, index research to begin to 
address some of the Issues that need careful attention before policy Implemen- 
tatibn Is feasible. First, It was demonstrated that an Index based on a repre- 
sentative sample of districts Is, In fact, almost Identical to a similarly 
specified Index utilizing virtually all districts in a state. This suggests that 
initial research iri a state can proceed with a sample of districts and focus on 
numerous specifications prior to selecting a single index for the entire state 
with some savings in data collection costs. 

Second, this article has shed some light on the question of alternative 
specifications. Within the demand-supply framework used explicitly by Brazer 
and Anderson (1975), alternative specifications that used different independent 
variables yielded very. similar indexes as- evidenced by the correlation coefficients. 
Once the supply-demand framework is accepted, marginally different decisions about 
independent variables do not dramatically affect the price indexes. 

Third, the question of the sensitivity of the indexes over time was analyzed. 
When indexes were estimated -for a point in time three years later than the origi- 
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^.nal /indexes* few citanges surfaced^ these remits suggest that price Indexes may 
not have to.beTeestimated more often than once every five years. 

Th,e price indexes estimated In this article were not robust In every 
Instance. Specifically, the estimated magnitude of the variation due to price 
differences was affected by the treatment of the two teacher "quality" variables, 
average'years of teaching experlencet AYTE, and education levels of teachers 
measured by the percent holding Masters degrees or higher^ PTECM. Indexes that 
considered AYTE and PTECH not as quaHty,but as part of the salary schedule that 
Is beyond the districts* control^ had standard deviations In the .07 to AZ range. 
Indexes that assumed that AYTE and PTECM were controllable and representative ^of 
quality had smaller variation with standard deviations from • 03 trf These ^ 
latter Indexes were estimated using both average teachers* salaries (ATS) and 
fixed points on the salary scale (SBA and SMA) as dependent variables. Although 
the to]tal V ^atlon differed depending upon the assumptions regarding AYTE and 
PTECM, the Indexes were still highly correlated among themselves. However, 
compared to. the. other alterations In the price Indexes examined Jn this article, 
changes In the assumptions surrounding AYTE and PTECM had the greatest effect on 
th§. relative agreement among the indexes. Note also that while the Pearson* 
correlation was utilized In the article, the Spearman rank correlations are very 
nearly the same. For the 55 correlations shown in Table 2, the average Spearman 
rank correlation is .826 compared to the average Pearson correlation of .862 in 
Table 2. ' 

Previous articles on price Indexes estimated from district level data gave 
the impression that considerably different assumptions yielded widely varying 

1 * » ' 4, 

indexes. This article has demonstrated that within, perhaps, a narrower band of 
assumptions, the resulting indexes are comparatively stable. Clearly, much inore 
research is needed before we know for sure which assumptions matter and which ones 
do not, but at least every single alternative assumption does not appear to pro- 
duce a unique price index. 187 



Appendix. 1 
Data Definitions and Data Sources 



Many of the variables were obtained from Michigan Department of Education 
Financial » Student* and Staff Tapes and from the 1970 Census Fourth Count 
(Population) School District Data Tapes. These two sources will be represented 
Uy MICH TAPES and 197a CEfiSUS SCHOOL DISTRICT, respectively, below. Variable 
symbols followed by XX are Included in the analysis for various school years where 
the year is tht second year of the school year (<1.e. 73 « 72-73). All data are 
available on a district basis unless otherwise indicated; 



Symbol 
AYTEXX 

CE 



CE^rr 



CHIN70YY 



COflTRACT 



OEMS • 
DISSMC 

LIOPUPXX 
METRO 



Definition 

Average years of teaching experience of 
all teachers. 

Dumny variable »1 if the district is 
'.located In the central city of a standard 
metropolitan statistical area as defined^ 
by the 1970 Census of Population and City 
of Pontiac, 0 otherwise. 

Dumn\y variable « l* if district is located 
in northern part of lower peninsala, p ^ 
otherwise. 

For districts- that are cotenninous with 
incorporated places of 1,000 or more, the 
proportion change in per cj^tpita money in«- 
pome between 1970 and year YY for the in- 
corporated place that corresponds to' the 
district. For all other districts, the 
proportion change in per capita income in 
county (less coterminous districts) be- 
tween 1970 and year YY. 

Dumr\y variable «1 if teachers' contract . 
has both agency shop and binding 
arbitration, 0 otherwise, 1973-74. 



Population per square mile in the 
county in which school district is 
'located, 1970. 

Number of districts per square mile 
in the county in which district is 
located. 



Logarithm (base ten) of pupils. 

Dummy variable « 1 if district is. 
located in the Detroit SMSA (Wayne, 
Macombi Oakland Counties), 0 other- 
wise. 

. inr. 



Source 
MICH TAPES 



1970 Census School 
District 



Michigan Stati^ical 
Abstract (197ff) 



Michigan Statistical 
Abstract (1977, 1978), 
front Bureau of thr* 
Census, special release. 



Michigan Education 
Association, Summary 
of Salary Schedules and 
Selected Contract 
Provisions , 19>3-74. 

Michigan Statistical-^ 
Abstract (1978) fror. 
U.S. Census of Population 

MICH TAPES, Michigan 
Statistical Abstract 
(1978), from U. S. Census 
of Population. 

MICH TAPES 

Michigan Statistical 
Abstract (1978), U.S. 
Bureau of the Census. 
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Swbol 
HltLVXX 



MLEMP 



Definition 



"in;- 



MOB 

MFY 

PCOL 

PFOR 

PHALESXX 
P'«/ 

PRICH 

PRPUPXX 

PTECM 

/ 

f 

PUPPOPXX 

PUPSQXk 

PUPXX 

RES 



REVPLXX 
RUR 



Extras voted mllVage, voted by school 
.district, in addition to mlllage 
aljocated by county. 

Median yearly earnings of all irale 
civilian employees aged 16 and over in 
the county in 1969/ - 



Percent of population over age 5 who 
-*were living in same house in 1970 as 
1965. 

Median family income in 1969. 



Percent of adults in population with 
one or rrore years of college, 1970. 

Proportion of population who were born 
abroad or had parents born abroad. 

Percent of tieachers who are neles. 

Percent of the population black or 
Negro or Spanish surname in 1969. 

Percent of families with income 
greater than $15,000 In 1969. , 

Number of professionals other than 
teaphers per one thousand students. 

Percent of teachers holding Masters 
degrees or higher. 

Ratio of pupils in distrkt in year 
XX to population in district in 1970. 

Number of pupils squared. 

Number '(?f pupils. 

Percent of equalized value of property 
that is residential irl V970. 



Revenue from local sources as a propor- 
tion of total general revenues. 

Ouim\y variable »1 if the district is 
located in areai defined as rural by the 
1970 Census of Population^ 0 otherwise. 
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Source 
MICH TAPES 



U.S. Department of 
Commerce, General 
Social and Economic 
Statistics , Michigan 

Tmv. — 

1970 Census School 
District 



1970' Census School 
District ' 

1970 Census School 
District 

1970 Census School 
District 

MICH TAPES 

1970 Census School 
District 

1970 Census School 
District 

.MICH TAPES 



MICH TAPES 



MICH TAPES, 1970 
Census School District 

MICH TAPES 

MICH TAPES 

1970 State Of Michigan Tax 
Conmlsslon tapes and 
estimates from school ; 
district & minor civil 
division (MCD) maps of 
overlap between school 
districts and MCD's. 

MICH TAPES 



1970 Census School 
District 



ERIC 
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SwiiboV 
SB A . 



SEVRXX 
SKCF 

SMA . 



SPEDXX 
STDIPPXX 
STRIKE 
SUB 

TPUPXX 

TTFDPPXX 

UP 



Definitibn 



Startlng salary for teacher with a 
BA .and no experience In 1973-74.. 



Stite equalized, value of property 
In thousands of dollars per pupil. 

Basic skills composite achievement 
test scores for fourth graders, 
1972-73. 

Startling salary, for teacher with 
an MA and no experience, 1973-74. 



Proportion Of pupils In district 
who are special education. 

State. aid (membership and categori- 
cal) per pupil. 

'I 

Number of days teachers on strike 
In district, 1970 to 1972. 

Dummy variable »1 If the district 
Is located In a suburban area, 
0 otherwise. 

Teachers per one thousand pupil?,.' 

Federal aid per pupil. 

Dumny variable « 1 -If district Is 
located In upper peninsula, 0 
otherwise. . 



Source 

Michigan, Eduqatfbn 
Association, Summary of 
Salary Schedules and Other 



ry: 

Selected contract Provisions 
MICH TAPES 



MICH TAPES 



'Michigan Education 
Association, Summary of 
Salary Schedules and Other 
Selected Contract Provisions 
1973=74. ~ 

MICH TAPES 



MICH TAPES 



Michigan Education 
Association. 

1970 Census School District 



MICH TAPES 
MICH TAPES 

Michigan Statistical 
Abstract (1978). 



Note: The control variable :for the dummy variables CE, RUR, and SUB Is the 
independent (non-SMSA) cities, 1970 populatlofi between 4,000 and 50,000. 
The control variable for the dummy variables METRO, UP, and CENT Is the 
area -In the southern part of the lower peninsula not In the Detroit SMSA. 
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APPENDIX 2 



Two-Stage Least Squares Results for 
Demand-Supply Equations With SMA as. 
Dependent Variable and With 
1975-76 Updated Variables 



/ 

/ 
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Tible 2.1a 

• TSLS ESTIMATES OF D^ND FOR StARTING M.A. SALARIES (SMA) 
IH^m MICHIGAN SCHOOL DISTRICTS FOR 1972-73 USING B-A SPECIFICATION 



Regression 

Variable Coefficient - 't' Statistic 

intercept" 11776. 17.64 

TPUP73* -107.1 -6.62 

MILLV73* 112.5 5.60' 

PCOL •• -3.691 -.66 

PPUP0P73 10S3. .1.65 

PFOR ' 1154. 2.91 

mob"' -1.698 -.40 

PRICH .2.958 .65 

SEVP73 54.28 4.02 

REVPL73 -2157. -2.93 

RES " -5.737 -2.88 



SST{SMA) = 112,523,293 . 
SSE( Equation) = 146,795,254 

♦Endogenous Variable 
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Table 2.1b 



TSLS ESTIMATES OF SUPPLY FOR STARTING M.A. SALARIES (SMA) 
IN 469 MICHIGAN SCHOOL DISTRICTS FOR 1972-73 USING B-A SPECIFICATION 





Variable 


Regression 
Coefficient 


't' Statistic 




INTERCEPT 


7152, 


8.58 




TPUP73* 


.5522 


-_..04 


! 


LI0PUP73 


292.1 


.2.52 




SKCF 


7.603 


. . _ .89 




PMALES73 


2.197 


.72 


y 


CE 


136.2 


1.06 




RUR 


-203.9 


• -2.20 




SUB 


-43.41 


-.53 




PNM 


, .5148 


.15 " 




MFY 


. .0291 


1.75 


\ 


DENS.' 


.1546 


7.47 




MLEMP 


.0216 


• 85 




PCpL 


-5.240 


-1.50 


r 


STRIKE * 




- nu 

- • Ui7 


CONtRACT 


134.7 


3.99 




SST(SMA) « 112,523,293 
SSE(Equatlon) - 51,168,542 








♦Endogenous Variable 
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. ' table 2.1c- • . — 

TSLS ESTIMATES OF. DEtlAND EQUATIOf^ FOR STARTING M. A. SALARIES (SI 
IN 470 MICHIGAN SCHOOL DISTRICTS IN 1972-73 USING REFORMULATED SPECII 



Variable 

INTERCEPT. 

tPUP73* 

PCOL 

PPUP6P73 

PFOR 

PMAtES 

DISSMC 

SEVP73 

RES ' 

HFY 

CHIN7073 
STDIPP73 
TTFDPP73 



Regression 
Coefficient 

8359. 
-18.17 
-.8337 
-17.58 

670.7 
-3.697 
13788. . 

4.382 
-.0455 

.0622 

2490. 
-.0197 

1.409 



't'. Statistic 

16.06. 
-1.89 

-.27 

-.05 

2.54 
-1.09 
\ 7.33 
.69 

-.04 

4.28 

2.78 

-.05 

2.55 



SST(SHA) = 112,524,469 . 
.SSE( Equation) = 60,377,873 

♦Endogenous Variable 
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oErIc 



wo 



ms ESTIMATES OF SUPPLY EQUATION FOR STARTING M.A. SAURIES (SMA) - 
IN 470 MICHIGAN SCHOOL DISTRICTS IN 1972-73 USING REFORMULATED SPECIFICATION 



Vaflaoig 
Variable 

INTERCEPT 
tpUP73* 
PUP73 
PUPSQ73^ 
SPED73 " 
PRPUP73. 
PMALES73 
OISSMC 
METRO 
UP 
CENT 
PfS 
MLEMP 




Regression 
Coefficient 

J 

7401.^ 
. 23.12' 
.0298 
96X10-? . 
3575. '« 
-5.733 'V 
-1.557;-' 
16456. 
-84.53 
114.8 
-50.26 
^ -1.225 
.0394 
173.7 



't' Statistic ^ 

13.52 " 

1.88 

5.89 
-5.40 

1.68 
-1.43 

-,43 > 

6.51 

-:84'' 
. 1.28 

-.66 

-.35 
. 1.57 

4.55 



SST(SMA) - 112,524,469 
SSE(Equation) « 66,569,974 



♦Endogenous Variable 
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■ " ' . . . ^ ■ •■• '.tables' 2i'2*. c ■ • . 

TSLS ESTIMATES OF DEMAND. EQUATIONS FOR AVERAGE TEACHERS SALARirS (ATS76) 
IN 471 MI CHIOAN SCHOOL- DISTRICTS IM 1975-76 USING B-A SPEC^•ICATION 



Variable 

INTERCEPT 

TPUP76* 

MILLV76* 

PCOL 

.ppypop76 

MOB 

PRICH 

SEVP76 

REVPL76 

RES 



— A..- 



Regression 
toefficlent 

15283. 
-268.3 

601.9 
-44.31 
-891.2 
-6.869- 
-2.357 

94.01. 
. -2241. 
-8.650 



't' Statistic 

- 7.27 
-7.42 

7.15 
-2.65 

-.49 

-.51 

-.15 

.6.80 ■ 
-2.64 
-l;43- 



SST(AtS) - 1.433,754,847 • 
SSE(Equatlon) « 1,473-,363,751 

'*Endbgerjous Variable 
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TabVev2,2b 



TSLS ESTIMATES OF SUPPLY EQUATIONS FOR AVERAGE TEACHERS SALARIES (ATS76) 
.vIN'471 MICHIGAN SCHOOL DISTRICTS IN 1975-76 USING B-A SPECIFICATION 





Regression' 


Variable 


Coefficient 


INTERCEPT 


3539 


• TPUP76* , 


•1.821 


AYTt76 


226.4 


•PTCEM76 


27.71 


LI0PUP76 


773.4 


SKCF 


^ A^ 4 
-7.274 


PMALES76 


25.62 


CE 


565.8 


RUR 


62.37 


SUB 


^ A4 A* 

301.3 


PNW 


7.887 


MFY 


.1166 


DENS 


•.,4130 


MLtMP 




PCOL 


-1.393 


STRIKE - 


17.-63 


CONTRACT 


4 AA il 

183.4 


SST(ATS) ». 1,433,754,847 




SSE(Equation) « 239,890,291 


0 


c 

♦Endogenous Var1ible__^ 





't * Statistic 

1.87 
-.07 
10.18 
.6.06 
2.69 

-.37 \ 
3.-74 
'2.03 
.32 
1.77 
1.00 

3.19 5 
' 8.71 
'4.53 
-.20 
1.11 
2.48 
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Table 2;2c 



' <; FStTMATES OF DEMAND: EQUATIONS FOR AVERAGE TEACHERS SALARY (ATS76) 
iKUTaiS^ USING REFORMULATED SPECIFICATION 



■ i >| 



- >VariabTfe 

•INtERCEpT' 

TRUPZe* 

P^;O L; . • 

' ;PPUPgP76 

RFOR. 
,?^PMAL|S76 
^;.-OISSM^ 

iEVP76- 

RES 
■ MFY 

<CHIN7Q76 

StpipP76 . 

#FDPP7fr 



Regression 
Coefficient 

17448. 
-233.7 

7.448 
-6883\ 

2197. 

27.29 
39352. 

2^.24 

4.020 

.2927 

2684. 

.2407 . 
.4.727 ^ 



't' Statistic 

■ 11.60- 
-8.01 
.7.3 
-6.50 
2.49 
2.31 
6.11 
3.98 
.98 
5.88 
^J.-ll 
.53 
3.84 



SST(Afsj = 1,437.042.100 
.SSE( Equation) = 707.843.869 

♦Endogenous Variable 
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iiwif cJl^^li?'^^^ TiACHE^ siiARY (ATS76) 



g.rrr;:, , 

^INTERCEPT 
tj>ljR76* 
'AYT|76 
pTeEM76 



V 



rPURspye ■ 

SPEP76. 

.•;P||!B76;^_i_ 

-pISSMC 
.METRO 

UP ■ - 

CENT' 
■PNW 
MtEMP 
CONTRACT 

r 

SSf(ATS) = 1.437.042,100 
SSE ^(Equation) = 284,681,340 

♦Endogenous Variable 



Reigttessloh 


9 




■ 

" 


Cbefficieht 


t statistic 






■5915.' 


5.99 • 






•13. 51- , 








- 240.3 


10.43 * 






41.50 


. 9.51 . 


- 


'..;■]. 


.0542 


- .4.30 








-4.13 






383.1 


.11- 






3^315 








^ic;64 


1.30 






27022, 


5.14 






495 i 9 


2.37 




^*>'''> 


22.48 


..13 






^ -236.9 


-1.55 " 






1.565 


.2i ' ■ 






.2503 - 


.4.78 






242.7 


3.02 




'-1 
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•APPENDIX 3 



• Val,u^? of; Price ;inde^^^ 
For Each ;Michigin School District 
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NUHKH 


UlHICXl 


UlNt€X2 U1NKX3 


INOCXI 


IHDCXi 


lltOCX2 


lHt^X3 


MSOA 


LSSM 


OOSNA 


ALCOMA CONNUNIfYj ICNOOtt 


1010 
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Oi 
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1*003 


SIRCH RUN ARCA SCHOOL DIST 


73170 


0*939 


1.004 


0 


924 






0 


937 


: 014 


0.933 


0 


•997 


1*004 


SMDOCrORT CONN SCHOOL DIST 


731S0 


1.011 


1.013 


0 


992 


0 


932 


1 


020 


i*033 


1*004 


ll 


013 


1*009 


fRAHKCHNUTH^^CHOOL' DISTRICT^ 


73190 


0.98S 


o;999 


0 


960 






0 


944 


0*993 


0*933' 


VI 


••9 

yyf 


0*993 


fRCCLAND COHH SCHOOL DIST 


73200 


0.940 


0.999 


Oi 


944 






1 


• 001 


0*990 


1.004 


Oi 


ffO' 


0*994 


Hj^NLOCK fUDLtC SCHOOL DIST 


73210 


0.939 


1.001 


0 


931 






0 


934 


0*993 


0.9» 


0 


•992 


0*999 


HCARILL.COHH 'SCHOOL DISTRICT 


73230 


0.900 


0.999 


0 


899 


0 


943 


0 


944 


1.004 


0.973 


Oi 


993 


1*000 


ST CHARiCS COHH SCHOOL DIST 


73240 


0.9S0 


1.000 


0« 


944 


0 


•83 


0 


923 


1.001 


0.91S 


0 


992 


0*998 


SUAH VALLCV SCHOOL DISTRICT 


732SS 


0.973 


1.003 


Oi 


948 


0 


671 , 


0 


948 


1.012 


0.932 


ll 


003 


1*004 


rORr HflROH ARCA SCHOOL DIST 


74010 


1.063 


1.031 


ll 


076 


1 


031 


1 


063 


1.0S3 


1.047 


ll 


034 


1*028 


ALOOHAC COHH SCHOOL D18TK7CT 


74030 


0.974 


0.983 


Oi 


963 






0 


972 


0.9B7 


0.938 


ll 


003 


0.989 


CA^AC COHH SCHOOL DISTRICT 


74040 


0.961 


0.977 


Oi 


961 






1 


013 


0.979 


1.027 


Oi 


988 


0*984 


CAST CHINA TWf SCHOOL DIST 


740S0 


1.0S7 


0.990 


ll 


03B 


Oi 


99(1 


1 


043 


0.993 


I.OIS 


ll 


010 


0*992 


MAAYSVILLC HJD SCHOOL Dt^T 


74100 


1.0S6 


0.979 


1, 


042 






1 


049 


0.981 


1.037 


ll 


002 


0.987 


HCNPHIS COHHUHITV SCHOOLS 


74120 


0.914 


0.97S 


Oi 


907' 






0 


925 


0.974 


0.92S 


Oi 


983 


0.985 


YALC miKIC SCHOOL DISTKICT 


74130 


0.93? 


0.979 


0, 


920 






0 


940 


6.9B3 


0*920 


Oi 


994 


0.988 


STUROIS CITY SCHOOL IHSTRlCT 


7S010 


1.064 


0.903 


1, 


0/3 






1 


079 


0.990 


1.094 


ll 


002 


1.002 


SUftR OAK COHH SCIIOUL <JbIST 


7S0:'0 


O.BVl 


0.970 


Oi 


917 






0 


882 


0.961 


0.098 


Oi 


973 


0.986 


CCNTACVILLC PUS SCHOOL DIST 


7&0J0 


o.sy/ 


0.973 


0 


912 






0 


903 


0.972 


0.92Q 


Oi 


974 


0.994 
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0.*949 
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0.972 
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0*970 
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0*944 
0*942 
0*993 
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0;99S 
1*031 
1*030 
0*970 
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0*990 

t*011 
1*007 
1*004 
1*000 
0.974 
0*941 
0.f9? 
0*971. 
0*97f 
1*093 
1*009 
1^014 
1*013 
1*017 
0*993 
1*019 
0*990 
0*984 
0*984 
0*989 
0*987 
1.009 
1.033 
n007 
0.983 
1.013 
1.004 
0.978 
0.990 
1.004 
0.948 
0.964 



0.90S 
.0.972 

o*m 

.o.m^ 
o;f7iV 

V'::»| 

; o*m^ 

i.OifTf.'-- 
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•'0*f44?\t 
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o*m> i 
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0*992* \ 
0*992^ \ 
0«f4f { 

0*94#Vr 
-0*949/ I 

0;97J>. 

0*9737, i 

1*093' i 
-0*995.. 

i*ooov^: 
i;ooi ; 

'Oim'r 

'0*W f 
1*001^ \ 

-0*902:; 

0;984,\ 
'0*904/ V 

0.990 i 
0.980''; 
0*999. < 
1*034^ ; 
0*981 V 
0.977.V 
0.909: f 
0.978t I 

0.979: : 

0.979 > 

1.003 I 

0.989 „ 

0*993 ' 
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CONST ANTINC:rU»'tCHOOC »ItT 

mmm tmmmtvt wchool mj 

tMICS IIIVIM H»l:lCtiCN'»IfT 
MttM cm CONN iCNOOt OItT 
C <> Ht flK^im CONN SCHOOL :»ItT 
mOOMfit iniNOTON CONN 0 0 
•KCKSNVIiU CONN ICNOOL ilST 
;NMN^T?t'OONN SCHOOL SIST 
mK CONMMirr SCHOOL . 
SANSUSKY CONN SCHOOL SIST - 



SIST 



Nm LOTHssr. ^MiCA rus s s 

PtSSV fUMLXC SCHSOL SISTNICT 
C OSUiNNI rmiC SCHOOL SIST 
OHOSSO fUSLIC SCHOOL. SIST 
^ MCSOH rAISSNOVC SCHOOLS 
emo OONNUNITV SCHOOLS 
CASSXITV ruSLIC:SCHO0LS,^ 

:icinsston;csnnunity^schools 

NAWILtC GSNHUNITV SCHOOLS 
NIUIHOTON CONNUNITV SCHOOLS 
msC fUSLlC SCHOOLS 
SCSnMINS UNIONVILU^^ SCHOOLS 
VASMIt ruSLIC SCHOOLS 
SOUTH. HM«N fUSLIC SCHOOLS 
SAHOON.rtlSLIC SCHOOLS; 

covciir rueiic SCHOOLS. • 

SCCATUN niSLIC.SCHOOLS^ 
SLOONIHOSALK ftIS SCHOOL SIST 
OOSUS.rUSLIC SCHOOL SIST 
HASTrONS rUSLIC ICHOOL BIST 
LMMCNCC HMLIC SCHOOL BIST 
LMITON CONNUNITY SCHOOL 0I8T 
HATTAIMH COHS^IiCHOOL SIST 
rMI r^ ruiLIC SCHOOL SIST 
4MH ANSOS CITr SCHOOL SIST 
YPSILANTI CITY SCHOOL SIST 
CHCLSCA SCHOPL SISTNICT 
SCXTCN. CONNUHITY. SCHOOL DIST 
LINCOLN ' COHS^SCNOOL , BISTftlCT 
NANCHCSTCS ftJS tCNCOL BIST 
HILAN MCA SCHOOLS 
SACINC AACA SCHOOL BtSTSICT 
UHITNONC LAKC fU» 8CH BIST 
HIU.OU SUN PUBLIC SCHOOLS 
BCTftOIT CITY SCHOOL BXSTAXCT 
ALLCH-rAIHC ftJBLtC SCHOOLS 
CHCAAY HXU SCHOOL OXSTKICT 
BCAABONH CITY SCNOOi BIST 
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7S040 
790S0 
7S040 
79070 
7S0S0 
7A0M 
7A070 
7A0S0 
7A0t0 
7A140 
7AIS0 
7A210 
77010 
7S020 
7S090 
7^0 
7S040 
7e970 
7S0S0 
7S100 
7S110 
7t010 . 
7f020 
7f030 
7?0S0 
7fdt0 
7fl00 
• 7fll0 
7fl4S 
7fl50 
SOOlO 
S0020 
S0040 
S0090 * 
SOOfO 
SOI 10 
S0120 
S0130 
SOI 40 
SO 190 
SOUO 

atoto 

St 020 
01040 
01050 > 
Si070 
810B0 

SHOO 

61120 
81140 
81190 
82010 
82020 
'8202S 
82030 



0.079 
0.SS4 
0.S40 
0.f4S 

1.022 

o;sss 

O.SSO. 

0.f7S 

0*t03, 

o.m 

0.833 

O.TSO 
0.f97 
0.f24 

o.m 

0.082 

O.f02- 
O.Sf9 
O.fll 

o.n7 

t.04A 
0.f29 
1*002 
0.901 
0.842 
0.880 
0.9i9 
0.870 

o.m 

.0.949 
1.014 
0.999 
O.SfO 
0.973 
0.901 
0.879 
0.924 
0.884 
0.894 
0.944 
0.983 
1.221 
• 1.0B9 
1.044 
1.013 
1.002 
0.944 
1.009 
1.040 
0.915 
1.022 
1.420 
1.291 
1.231 
1.378 



0.973 

0.974 

0.972< 

0.979 

0.904 

0;949 

0.943 

0.991 

0.949 

0.947 

0.942 

0.947 

0.939 

0.987 

0.994 

e.9S7 

0*904 

0.9SS 

0.991 

0.9T4 

1.007 

0.949 

0.977 

0.973 

0.949 

0.971 

0.979 

0.970 

0.970 

0.979 

0.983 

0.9,:^ 

0.977 

0.974 

0.979 

0.972 

0.974 

0.971 

0.971 

0.979 

0.977 

1.051 

1.012 

0.991 

0.989 

0.993 

0»984 

0.993 

0.994 

0.989 

0.999 

1.190 

1^135 

1.133 

1.185 



0.SS2 
0.889 
0.844 

0.942 
1.02i 
0.079 
0.889 
0.948 
0.892 
0.918 
0.834 
0.949 
0.914 
0.933 
0.974 
0.884 
0.907 
0.894 
0.903 
0.939 
1.098 
0.929 
0.982 
0.889 
0.859 
0.845 
0.892 
0.848 
0.948 
.0.937 
1.019 
0.974 
0.903 
1.010 
0.914 
0.894 
0.923 
0.901 
0.917 
0.943 
0.990 
1.245 
1.092 
1.044 
1.011 

o.9ea 

0.904 
1.003 
1.040 
0«901 
1.007 
1.3S8 
1.311 
1.2S0 
1.420 



0.094 
0.894 

0.797 

0)939 



0.927 
0.771 



0.914 
1.004 



0.-949 



.074 
.080 



0.974 
1.274 
1.092 
1.034 
1.275 



8.929; 
0.914 
0.SS4 
0.928 

1.019 
0.8S1 
0.84S 
0.987 
0.934 
0.992 
0.S14 
0.974 
0.982 
0.930 
0.949 
0.884 
0.S74 
0.899 
0.940 
0.984 
1.091 
0.949 
1.013 
0.939 
0.914 
0.928 
O.V ' 
O.B/9 
0.988 
1.004 
0.994 
0.9,<;8 
0.S43 
0.944 
0.898 
0.897 
0.912 
0.878 
0.913 
0.929 
0.975 
1.223 
1.104 
1.014 
1.023 
1.007 
0.984 
1.012 
1.022 
0.920 
1.020 
1.303 
1^22 
T%24 
1.370 



0.972 
0*977 
0.974 
0.982 
0.983 
0.940 
0.938 
0.947 
0.939 
0.943 
0.934 
0.943 
0.931 
0.984 
1.000 
^.990 
0.988 
0.983 
0.994 
0.998 
1.020 
0.973 
0.989 
0.979 
0.980 
0.979 
0.979 
0.979 
0.972 
0.980 
0.970 
0.944 
0.940 
0.949 
0.940 
0.959 
0.979 
0.953 
0.949 
0.942 
0.974 
1.071 
1.018 
0.991 
0.989 
987 ' 
984 
990 
,993 
,984 
,993 
lOJ 
,120 
108 
190 



0.937 
0.923 
0.849 
0.948 

:.013 

0.843 

0.875 

0.944 

0.934 

0.932 

0.809 

0.945 

0.948 

0.935 

0.931 

O.ft/9 

0.888 

0.898 

0.937 

0.949 

1.039 

0.938 

0.999 

0.927 

0.940 

0.932' 

0.914 

0.884 

0.997 

0.988 

0.975 

0.943 

0.835 

0^984 

0.898 

0.902 

0.913 

0.879 

0.934 

0.930 

0.981 

1.224 

1.099 

1.004 

1.019 

1.000 

0.992 

1.001 

1.013 

0.918 

1.004 

1.227 

1.235 

1*125 

1.427 



0.981 
0.987 
0.97S 
0.989 
1.001 
0.984 
0.977 
0.989 
0.980 
0.983 
0.979 
0.989 
0.999 
0.984 
1.007 
0.983 
0.980 
0.987 
0.988 
1.009 
1.015 
0.982 
1.001 
0.989 
0.981 
0.989 
0.992 
0.984 
0.989 
1.001 
1.002 
0.984 
0.974 
0.983 
0.984 
0.974 
0.994 
0.979 
0.974 
0.981 
0.999 
1.030 
1.010 



.003 
.998 
.004 
.984 
.000 
.003 

0. 993 

1. tOS 
1.125 
1.044 
1.059 
1.079 



0.992 
0.999 
0.994 
0.998 
1«001 
0.973 
0.972 
0.977 
0.973 
0.979 
0.9^2 
0.979 
0.971 

-0.991 
0.999 
0.999 
0.994 
0.992 
0.C97 
0.999 
1.009 
0.987 
0.999 
0.988 
0.991 
0.988 
0.990 
0.988 
0.987 
0.992 
1.002 
0.997 
i.Ol^ 
0.994 
0.997 
0.990 
1.000 
0.990 
0.993 
0.991 
0.999 

,1.037 
1.017 
0.999 
0.994 
0.999 
0.991 
1.000 
0.997 
0.993 
1.004 
1.114 
1.040 
1.054 
1.095 



0.979 

0.981 

0.970 

0.979 

1.003 

0.978 

01949 

0.^84 

0.973 

0.974 

0.94S 

0.980 

0.997 

0.977 

1.010 

or. 974 

0.972 

0;9S1 

0.982 

1.007 

1.022 

0.974 

1.003 

0.983 

0.974 

0;97S 

0.987 

0.980 

0.978, 

1.003 

&.004 

0.977 

0.949 

0.977 

0.978 

0.948 

0.99S 

0.947 

0.948 

0.974 

0.994 

1.033 

1.013 

1.009 

0.999 

1.004 

0.980 

1.011 

1.005 

0.993 

1.011 

1.140 

1.091 

1.083 

1.104 



0.992: 

0.999 

0.994- 

0.99S 

l.OOI 

0.974; 

0.973: 

0.979 

0.974. 

0.977 

0.972 

0.974' 

0;9S3; 

0.983^ 

0.9f3 

o.9s:^ 

0.984* 
0.9S4. 
0^990 
0.9t2 
1.004 
0.983 
^0.991- 
0.904 
.0.987 
0.984. 
0.984, 
0.904 
0.9S2 
0.90S 
1.004, 
0.9t9<' 
1.002 
0.99S 
0.99S 
0.992* 
1.009 
0.991 
0.994 
0.994 
1.003> 
1.039 
1 .010 
0.988 
0.987 
0.989 
0.983 
0.99r 
0.990 
0.984 
0.999 
1.139 
1.079 
1.049 
1.110 
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VTANNOnC iCmt tCNOOL^ tltt 
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'NQUni'lCMIMNN NCTC tCH 0ItT 

ccccTwiiTioiocL^. nistrict 

^MSfNOiNlCONNUNIiy'tCMQOLS 
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•IinilCT . ^ 
' •IITCICT 
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OIVCNVICN CONMMITY SCH OUT 

^mmmnicmn ocnocl oist 

CAOILLAC AKA fUlLIC tCNOOLS 
^NANTON CONOOLIMTCO tCH OUT 
MtOICK CONOOLI0ATC9 tCH DI8T 
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1*034 


02240 


4*lfO 


t*13S 


1.192 


1.039 


1.141 


1.099 


1*144 


1*041 


i;099 


4.083 


022S0 


1*379. 


ia33 


1.404 


1*233 


1.272 


i;073 


1*247 


1*042 


1*042 


i;oo? 


022f0 


i;iii 


1*134 




0*974 


1*004 


1*098 


1*041 


1.041 


1.049 


1*083 


02300 


1*174 


1*127 


1.173 


* 


1.124 


1.093 


i;il7 


1.049 


1*040 


1*044 


'02320 


l.aTS 


1*123 


-1.164 




1.231 


1.084 


1*247 


1*032 


1.043 


1*073 


02340 


.1*103 


1*134 


1*183 


l!oS3 


1.134 


1*100 


1*139 


1.033 


1*039 


4*070 


0234S 


l*Oft 


1.132 


1.0S7 




1.043 


1.090 


1*049 


1.039 


1*043 


yl*0>8 


023f0 


'1*1I3 


1.143 


1.169 




1.119 


i;090 


1*093 


1.033 


1*049 


1.070 


02400 


1*220 


1.131 


1.222 


l!o44 


1*149 


1.101 


1*143. 


1*040 


1*091 


1*084 


0240S 


1*244 


1*147 


1.240 


^ 1.063 


1.201 


1*131 


1*201 


1.072 


1*049 


i;098^ 


02430 


I.IHO 


1.149 


1.140 




1.100 


1*121 


1*073 


1.048 


1.044 


1*093 


03010 


1*014 


0*933 


0.^4S 


• 


1*019 


0,939 


0*9^7 


1.0O2 


0.974 


1*009 


030i0 


0*842 


0*920 


0.813 




0.903 


0.940 


0*908 


0.972 


.0.943 


0*943 


A3070 


0*923 


0.920 


0.920 




0.933 


0*943 


0*934 


0.974 


0.947 


0*944 



i.'07i!j\ 
r.047^;;: 
i*09ap«;^^ 

4*0W%<?>^ 

ii04Si'-'-:. 
4;o7ii«'; 

4*044>l^- 
Ji004f^-- 

4a99.vw, 
3*00SvOv 

' i;ooo>:^?i' 
1*047^;: 

4*074 

1.079^^!^ 

1*074^^ 

ia2r 
i;ooi. 

i;034\ 

iios7r 

4*040: 
4*040: 
1«044> 
l*041h> 
1*039^ 
4V0S4: 
1*043^ 
4*034V 
1*099' 
1*043: 
liOOl-; 
1*077- 
^0*901: 
0*970 
0*972. 
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^^?CV,i^>< - ■ •/ • ;iNT RODUCTION 

. ^ .'^^ has, wityiesse^^^ reform movement 

f^^^V^^^^^ inequality in :sup|k>^^^ For various reasons, 

j;fI3A^;:^vref6rih^^.^^ peaked in 1973^:74 and have slowed since. One 
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,u6f "the -ma jori >reasons for the slowing of the movement vas 
tttfK V A ,:4i^^ of Estate isu^piuses (due to the national 



^^M^MS?^9t^f "Eydry; state^^ which §a^ reform 'either 

had\ii jl^^^ a^^aila^ revenue sharing mb to 

coyer €he of reform." Reforins wer^. im|)leme^^ by leveling- 

up :wijh: .ad^^ iocal districts rather than 

redistr^ibiitip tfpm wea^ to lowTweaith districts or by 
|:appingr hew- revenue sources. Not only did the movement peak, 

but theice was. also a change ,in the, nature of the process from an 

- ' - . • / ^ - ' ' ' , — ^. '2 

emphasis oh equalization to accountability and expenditure limits. 

, JBariy attempts jLn the 196i)'s to initiate reform by referendum 

; or initiative popular votes failed. Several reform groups # 

including the Ford Foundation and the League of Women Voters, 

have used the judicial system successfully as the mechanism to 

bring about the reform of school finance. The coupling of 

, budget surpluses with popular dissatisfaction with the local 

CO property tax also.made legislatures more disposed to enact reform. 

_^ 

jtO *GieivW. Atkinson and Thomas A. Sears, University of Nevada, 
ji? Reno Nevada 
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:/ \ ^^ijer^^^ the homes 

91*^ and ipcai dnd^^ as w^ell 

;f ' \ V . ^subiirb^ 6 f Society 

, ; ' WC*^^^ ^^^^^ eroded 

- C^er^eqi^ not within > 

;V * cpiwmuhity tak^ when comparing one 

cormhiinity ;Wit^ another .nearby ^ 

i V The system began to fail with the suburbanization of affluent 

^ residences and declining^, property values in the central city. 
Slum neighborhoods cannot provide equal education for the resi- 
dents^ even at higher tax rates compared to affluent neighboring 
: . , . .school districts; The inclusion of central city industrial 

P?^PP?rty does no t^ erase the inequity if the property tax must 
finance more expensive city ser\rices*^ Actually, central city 
districts spend more per pupil than suburban or rural districts.. 
This may be due to higher costs ani needs in central city schools.^ 
lipre recently/ however, industry has been moving to the suburbs 
as. well,* ! , . 

Most of the^ reform action has i been at the state level rather 
than through the Federal Gbvernment.. The first significant 
result was the Senrano.v. Priest decision in 1971 by the California 
Supreme Court. That court declared that a child's education could 
not be a function of the wealth of his parents and neighbors. 
The U.S. Supreme Court, on the oth^r hand, ruled in the 1973 case 
of Rodriguez v. San Antonio that the state education laws that 
benefit districts "unevenly" .doAmot violate the Federal 
Constitution. 
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Given the composition of the current court, it is unlikely 

' ' ' 6 

that the Federal position will be reversed in the near future. > 

^ince education provision and finance are not explicitly stated 
as Federal functions nor forbidden to the states, they automa- 
tically fall under'state jurisdiction according to the 10th 
Amendment to the Constitution. 

In addition to the equity issue raised by the Serrano-type 
reform, th^re are efficiency arguments for more equality because 
of the external or neighborhood benefits from education. It not 
only benefits the student to receive education, . it is also bene- 
ficial to the community to have an educated population. But 
what is the community? Is it a single school district, a county, 
a metropolitan region, or the state?. Until the depression, " 
education was .primarily a local function. The effet;ts of the 
depression on property values made it impossible to support 
education solely from the property tax. Moreover, shortly before 
the depression a state minimum foundation program was advocated 
by George p. Strayer and Robert M. Haig in a report prepared for 
the State of NeW York.^ Under the minimum foundation provision 
each local school district is required to tax itself at s.ome 
state-established minimum level, and the state would contribute 
to fill the .gap between the minimum program cost and the local 
mandatory revenues. This would still allow inequality because 
local districts could choose to provide more than a minimum 
program. This tendency toward state funding and control, of 
public education will be exacerbated with the spread of 
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-:§ef rariOTtype reforms. This as a recognition that the more 
mobile the population, the more widespread the external benefits, 
lie., the larger the community. 

One study, of the effects of the school finance reform move- 
ment between 1970 and 1975 concluded that on a nationwide basis', 
overall expenditure disparities which were severe in 1970 had 
not decreased by 1975, and possibly increased. However, wealth-' 
related disparities did decrease slightly between 1970 and 1975. 
For reform states only expenditure disparities were reduced 
slightly, with more substantial leveling for disparities due 'to 
local wealth.® 

A later reform movement concerning the .local property tax 
system is the revision of state constitutions and statutes to 
limit the property tax levy. Again, this movement had its 
origin in California with the passage of Proposition 13 ip 
June, 1978. Unlike the school reform movement, property tax 
limitation advocates have used the popular initiative or popular 
pressure fot legislative action rather than the judicial system.^ 
Also, unlike the school finance reformers' concern for equity, 
the tax limitation advocates . appear to be only concerned with fche 
level of taxation and government spending. They have, in fact, 
gone beyond property tax limits to general state and local tax 
and spending caps. 

Each of these reform movements have been on a- state-by-state 
basis rather than by Federal action. However, they portend a 
national movement. While they appear unrelated, the tax .limitation 
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novement will impact pn the school reform efforts* Whether the 
impact will be beneficial or harmful is unclear at thi„s time. 
Each movement by itself will result in less reliance on the 
local, property tax^ but together they suggest a major restructuring 
of-starte and local government finance in general, and school, 
finance in particular. likely result will be a decrease in the 
local share of school funding and an increasing role for €he states. 
In CaliforniaV the state's share has risen from 30 per cent to 65 

10 V 

per cent since Proposition 13. Lazlo Ecker-Racz believes that 

the spending ceiling will have more impact dji the ability to 

achieve meaningful school reform than the property tax limit. 

Warren Weaver concludes "... th<at equitable restructuring of 

public finance systems will continue, certainly as long as state 

courts insist that the sluiA child is entitled to an education 

comparable to his rfiore fortunate suburban counterpart."^^ 

Whether the school reform movement can be successful in this 

period of tax limits and tight budgets depends on the success 

of shifting from the local property tax to other tax bases such 

as state sales or income taxes. The continuation of the reform 

movement also depends in part on the ability to reorganize the 

multiplicity of school districts. Ecker-Racz asks: 

"Can a centrally-controlled system of vast 
size and embracing divergent economic, demographic / 
and cultural societies be reconciled with this 
country's traditional attachment to community 
control of school operations?"12 
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iilke^risie^ James Gregg cbncludea in the case-6f California 

i ' . " ' ■ • ' . ' 

.that: ,^ ' 

I "So long as the-^state provided less than half the 
fiindirig for local schools^ the myth of local control . 
had substance^ at *least in terms of revenue sources. 

"Yet another irony of Proposition 13 's passage is 
that centralization of power in the state government 
; at the cost of local' control is all but inevitable. "^3 

It is not known J-if property tax limitation of even spending 
caps will reduce support for schools or hinder the drive toward 
more equality. Much depends on the courts, state support from 
other sources, and > the direction of Federal education support. 
It is clear that, the combined effect will be to. reduce the reliance 
on the property tax fot school finance^ and to shift education 
policy making from local control « to the state level. 

Clearly, the minimum foundation programs will not be suffi- 
cient to cope with the combined pressures of demands for school 
reform and property tax limitations. The Strayer-Haig formulation 
would not have survived the legal challenges of the Serrano" type 
because "they do not develop solid plans to provide for needs, 
'do not use correct indicators for wealth, and have, in fact, 
perpetuated inequities in educational opportunities."^^ Other 
more substantial proposals are full state funding, redistricting 
and power equalizing. "'"^ Full state funding and redistricting are 
means to include a more heterogenous tax base within each school 
district. The power equalizing proposal "requires a wealthy 
community to tax itself, say $1.50 for each $1.00 it wants 
to spend. "-^^ 
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Serious doubts about the future of school finance reform are 



raisedVby^the'^Toss of"^ate surpluses and declining enrollments* 
Another complicating factor is the continuing difference within 
the education interest lobby. Some emphasize the need for more 

across-the-board reduction in wealth-related expenditure dis- 

-I 

.parities. Others seek more funding for special needs of student 
populations such "as the handicapped or central cities. Couple ' 

.these issues with the tax and spending limits and the slowed pace- 
of court actions, and it becomes obvious the drive for school 
finance reform will have to become more sophisticated* 

Because these are state-by-state reforms, it is necessary 

■ to examine state cases . Nevada has developed a minimum founda- 
tion pro^^ram and is in the midst of a property tax reduction and 
reform which will have substantial impacts upon the school 
distributive formula. Both the" distributive formula and the tax 
structure will be detailed in subsequent sections. Briefly, the 
property tax rate for school support will be reduced from $1.50 
per $100 of assessed value to 50 cents, and this lost revenue will 
be contributed from State resources. The remaining 50 cent 
rate will be subject to a revenue cap goverened by trends in 
assessed value, inflation and enrollments. The combination of the 
rate reduction, increased state support and the revenue cap will 
increase the portion of State funding to total school funding, 
but will most likely increase wealth-related disparities. 
As a result, the examination of data of recent years regarding 
the operation of the Nevada School Finance Plan will not be an 



218 



ERIC 




accwate yardstick for the future* Nevertheless, we have pro- 
vided this analysis in Sections II and III in order to evaluate 
the probable effects of the new program, as well as to give the 

reader a feeliftg for the objectives of Nevada of f-icials- in 

designing the Nevada Plan. Section IV will be concerned with the 
effects of property tax reform on school finance. 

Nevada^ Population and Enrollment Trends 

Before turning to these issues we will present some demo- 
^ graphic trends and structures affecting the State-iocal school 
finance system, and some of the r->ncerns school officials have 
regarding the Nevada Plan prior to the tax reform. 

Nevada, as one of the sunbelt states, is experiencing rapid 
' population growth. The population increased from 285,000 in 
I960 to 489,000 in 1970. (See Table 1) It is estimated that the 
population reached 610,000 by 1976, and is projected to reach 
732,000 by -1980. Nevertheless, Nevada still ranks only ,47th in 
total population. Most of the growh is due to net migration 
rather than natural increase. Between 1960 and 1970 the natural 
increase was 59 , 727" compared to the net migration increase of 
143,733 new residents. 

While the State is experiencing rapid growth it remains one 
of the most sparsely populated states in the nation. (See Table 2 
In 1976, there were 5.5 persons per square mile (110,540 square 
miles) compared to 60.8 persons per square mile for the United 
States. However, the statewide density figure is as misleading 
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Figure 1 

COUNTIES. METROPOLITAN AREAS, SELECTED PLACES: NEVADA 




US M^ftirrMtNT COMMIRCC 

•U*IAU Of TNC CCMSUS 
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Table 1 
POPUUTION,OF NEVADA COUNTXES: 







1920 


- 1976 




COUNTY 


January 1. 

1920 


April 1. 
1930 


April 1. 
1940 


April 1 
1950 


Carson City * 


2,453 


2,221 


3,20*^ 


4,172 


Churchill 


4,649 


5,075 


5,317 


6,161 


Clark 


4,859 


8,532 


16^14 


48,2^9 


Douglas 


1,825 


1,840 


2,056 


2,029 


Elko 


8,083 


9,960 


10,912 


11,654 


Escierelda 


2,410 


1,077 


1,554 


614 


•Eureka 


1,350, 


1,333 


1,361 


896 


Humboldt 


3,743 


3,795 


4,743 


4,838 


Lander 


1,484 


1,714' 


1,745 


.1,850 


Lincoln 


2,287 


3,601 


4,130 


3,837 


Lyon 


4,078 


3,810 


4,076 


3,679 


Mineral* 


1,848 


1,863 


^ 2,342 


5,560 


Nye 


^ 6,504 


3,989 


3,606 


3,101 


Pershing 


2,803 


2,652 


2,713 


3,103 


Storey 


1,469 


667 


1,216 


671 


Washoe 


18,627 


27,158 


32,476 


50,205 


White Pine 


8,935 


11,771 


12,377 


9,424 


STATE: 


77,407 


91,058 110,247 


160,083 



April 1 . 
1960 

a, 063 

8,452 

127,016 

3,48i 

12,011 

619 

767 

5,708 

1,566 

2,431 

6,143 

6,329 

4,374 " 

3,199 

568 

84,743 

9,808 



April July X , . 
1970 1976 ^ 



15,468 ^(r;t>oo 

10,513^ 11,900 
273,288 343,400 
6,882 12,000 




13,958 
629 
948 
— -'6,375' 
2,666 
2,557 
8,221 
7,051 
5,599 
2,670 
.695 



15,500 
800 
1,200 
7,100 
3,100 
2,800 
10,500 
6,300 
5,900 
2,800 
1,100 



121,068 149,000 
10,150 10,000 



In 1969, Carson City and Ormsb: County became one municipal governaient • Carson City, 
an independent city. 

Estimate. 

Source: U. S. Bureau of the Census, Census of the Populati on - Nevad a: 1920-70 , 
and Bureau of Business and Economic Research, University of Nevada, Reno* 
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Table 2 

POPULAJMOlTDENSITy OF NEVADA COUNTIES: 1920 - 1976 
(Persons Per Square Mile) / 



Countv 


Total County 
Area 


1920 


1930 


1940 


1950 • 


■ I960 


1970 


2926 


,Carson City 


153 


16.0 


14.5 


20.1 


27.3 


52.7 


101.1 


173.9 


Churchill 


- A, 913 


.9 


1.0 


1-1 


1.3 


1.7 


2.1 


2.4 


Clark . 


8,084 


.6 


1.1 


2.0 


6.0 


15.7 ■ 


33.8 


42.5 


Douglas 


751 


'2.4 


2.4 


2.7 


2.7 


4.6 


9.2 


16.0 


Elko 


17,181 


.5 


.6 • 


.6 


.7 


.7 


.8 


.9 


£5n)6ralda 


• 3,570 


.7 


.3 


.4 


.2 


.2 


.2 


.1 


Eureka 


A, 182 


.3 


.3 


.3 


.2 ■ 


.2 


.2 


' .3 


Humbold t 


9,704 


.4 


.4 


.5 


.5 


.6 


.7 


.7 


Land..r 


5,621 


.3 


.3 


.3 


.3 


.3 


.5 


.6 


Lincoln 


10,650 


.2 


.3 


.4 


.4 


.2 


.2 


.3 


Lyon 


2,024 


.2 


1.9 


2.0 


1.8 


3.0 


■ 4.1 


5.2 


Mineral 


3,837 


.5 


.5 


.6- 


1.4 


1.6 


1.-8 


1.6 


Nve 


• 18,064 


.4 


.2 


.2 


.2 


.2 


.3 


.3 


Pe.''shine 


6,031 


.5 


.4 


< 

.4 


.5 


.5 


.4 


.5 




262 


5.6 


"■2.6 


4.6 


2.6 


2.2 


2.7 


4.2 


Washoe 


b , bUo 


7 R 


4 1 


4.9 


7.6 


12.8 


18.3 


22.5 


White Pine 


'8,905 


1.0 


1.3 


1.4 


1.1 


1.1 


1.1 


1.1 


STATE 


110,540 


.7 


.8 


1.0 


1.5 


2.6 


4.4 


- 5.5 


UNITED STATES 




35.6 


41.2 


44.2 


50.7 


50.3 


57.5 


60.8 



* In Square Miles. 

Source: U.S. Burea.u of the Census, Census_olJ:Jie^u2a.tJ^^ 

and Population EstlBi^ ^^-, ..r-i.. P-26. No. 76-28, and Nevada Department 
of Taxation. 
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•B3 the national figure* Carson City had 173 • 9 persons per square 
mile in 1976; Clark County (Las Vegas) had 42*5? Washoe County 
(Reno) had 22.5 persons per square mile* On the other end of the 
spectr'am 8 of the 17 counties had less than one person per 
square mile. Three other counties had less than three persons 
per square mile. More than half of^ the population (56 per cent) 
resides in Clark County^ and another 24 per cent are in Washoe 
County, This population distribution makes it difficult to 
provide equal educational services to all areas of the State. 
The needs and resources of sparsely settled^ rural districts 
are quite different from the two urban centers. lOreover^ 
the eight least settled counties have had very modest population 
growth^ while the urban counties are experiencing very robust 
•growth. 

In addition to the rural-urbin dichotomy^ educators in 
Nevada are concerned about serving the minority populations. 
There were 40^561 people classified as minorities in the 1970 
census. (See Table 3) This was about 8 per cent of the total 
population.. Of these, 27,762 were Negroes, 7,933 were Indians, 
and 4,866 were other minorities. While 80 per cent of the popula- 
tion resides in Clark and Washoe Counties, 90 per cent of the 
Negro population is in these two counties. Indian and other 
minorities are more evenly distributed throughout the Sta^e<^ 
•rhe State formula makes special allocations for^he^^physically 
and mentally handicapped, but it does not explicitly recognize 
rhe problem of minority populations. 




Table 3 

POPULATION OF NEVADA COUNTIES BY RACE» 1970 



COUNTY WHITE NEGRO INDIAN 

Carson City 14/611 166 525 

Churchill " 9,793 135. 419 

24,760 1,131 

1 .194 

100 1,310 

1 28 

, 44 

62 * 519 

1 ' 138 

7 53 

- - 6 509 

Mineral • 5,933 473 ^ 582 

Nye * "^5,297 41 -227 

Pershing • 2,513 4 126 

Storey 677 8 9 

Washoe 115,924 1,987 1,926 

White Pine 9,876 10 ' 193 

STATE 448,117 27,762 7,933 
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Table 4 ' •• . 

ENROLLMENT BY GRADES IN NEVADA^ IM PUBLIC SCHOOLS 
DURING FIRST MONTH BY SELECTED YEARS: 1950 - 1976 



Grade 


1950 


• 1955 


1960 


1965 


1970 


1973 


1976 


Kindergarten 


1,937 


"4,116 


5,286 


8»707 


8,359 


8,335 


9,910 


1 


3,663 


'5,7$1 


«,470 


10,187 


10,317 


9,574 


10,828 


2 


3,480 


5,477 


6,125 


9,535 


9,954 


9,663 


9,970 


3 


3,18? 


5,775 


5,768 


.?,190 


10,300 


10,516 


9,102 


4 


2,725 


4,518 


5,431 


8,860 


9,566 


> 10,961 


9,441 


5 


2,530 


3,994 


5,104 


8,479 


9,819 


10,903 


9,735 


6 


2,495 


V 4,142 


5,146 


8,128 


9,482" 


10,796 


10,661 


7 


2,405 


4,116 


5,143 


' 7,941 


9,426 


11,214 


11,575 


8 


2,167 


3,793 


5,309 


7i562 


'9,364 


10,932 


11,496 


9 


2,001 


3,280 


4,294 


7,215 

* * * 


9,587 


10 ,'989 


11,852 


10 


1,594 


2,904 


3,807 


6,834 


8,060 


10,232 


11,790 


11 


1,590 


2,445 


3,185 


6,288 


7,163 


9,566 


10,787 


12 


1,355 


1,968 


2,682 


5,284 


6,556 


8,302 


9,326 


Other, Special 
Education 


17 


94 


° 662 . 


1,742 


2,502 


3,42? 


5,318 



'-TOTAL:. 31,148 52,413 64,412 105,952 120,455 135,406 ^141,791 

Source: Nevada Department of Education, Research Bulletin. 
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• S.c)ti^^ enroilmeiit ^prow'th trends and distributions "reflect 
the general population. Eighty per cent of the total enrollment 
is in Clai^k and Washoe counties; (See Table 5) Total enrollment 
increased from 127,5i56 students in 1970-71 to 143,781 in 1977-78. 
dlark and; Washoe accounted for 80 per cent of the increase, and 
another 1 per cent was accpuntrd for by Carson City and Douglas 
in the Reno-rTahoe region* Six of the 17 school districts 
experienced an enrollment decline in €his period. Only two of 
these declines^were substantial. Mineral C'^unty's enrollment ! 
declined by 25 per cent due to a reduction in the work force of | 
a military installation, and: White Pine's decline was 23 per cent j 
due to.^labor layoffs at a copper mining facility. I 

i 

Some Current Issues: in Nevada School Finance 

Over the years-Nevada has developed a minimum foundation | 

i 

program to atternpt to equalize expenditures to account for local ' 
-weaath^Tsparities;^ PrTor"to"Ith¥I07^ 

of the local property tax used for school funding was equalized. | 

Howeverv-fehe-mandatory Local School Support Tax enacted in -t9&7S 1- 

which is a one cent retail sales tax, is within the equalization I 
formula. In 1977-78 the equalized portion of the property tax' , | 

was $28.1 million and the unequalized portion was $32.1 million. ^ i 

I 

The Local School Support Tax amounted to 43.4 million. Hence, 
about 69 per cent of the local resources were within the equali- 
zation formula. The equalized portion tends to increase over 
time because the sales tax revenue has increased more in response 

0 Cv 
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Table 5 

PUBLIC SCHOOL ENROLLMENT: 1970-71, 1973'-74/ 1975-76, and 1977-%. 

(KINDERGARTEN-12 AND SPECIAL' EDUCATION) 





1 070—71 




±y 1 J— / 0 


Carson City 


4,338 


5,381 


5,729 


Churchill 


2,898 


2,99Q 


2,865 


Clark 


73,846 


• 77,862 


81,147 


Douglas 


1,786 


2,438 


2,678 


Elko 


3,746 


4,062 


3,948 


Esmeralda 


56 


97 


129 


Eureka 


174 


203 


255 


Humboldt 


1,723 


1,717 


1,705 


Lander 


747 


765 


883 


Lincoln 


817 


736 


803 


Jjj^ yJll 






5 4Q7 


Mineral 


1,862 . 


1,752 


1,559 


Nye 


I7I56 


1,270 


1,429 


Pershing 


671 


647 


701 


Storey 


76 


107 


141 


Washoe 


28,563 


30,374 


31,050 


White Pine 


2,576 


2,388 


2,226 


STATE : 


127,566 • 


135,406 


139,745 


(a) First month 


enrollment 






Source: Nevada 


Department of 


Education, Biennial 


Report . 



1977-78 

6,062 
2,813 
84,334 
3,093 
3,692 
119' 
181 
1,670 
872 
878 
2,42r 
1,394 
1,461- 
7061 
162 
31,933- 
1,990 

143,781 



to inflation than the property tax has. A few other minor 
revenues, mainly the Motor Vehicle Tax of $5.4 million, are 
unequalized. * 

The State funded $84.3 million for schools in 1977-78 
compared to $103.6 million from the local property tax and the 
Local School Support Tax. Thus, the State contributed about 45 per 
"cent of ^ the State-local funds for schools. This proportion has 
remained in the 40 to 45 per cent range since 1973. It will be 
less if other minor local revenues are added. Also, about 5 to , 
6 per cent of school funds have come. from the Federal Government 
in recent years. As we will explain in Section IV, the percentage 
of State funds will increase significantly with the 1979 tax 
package, *but equalization will likely suffer. 

One particular problem Nevada has fabed is the attempt to 
make special allocations to low wealth districts in addition to 
the minimum foundation program. Assessed value per student is 
generally regarded as a good indicator of the ability of local 
tax capacity to support schools. Serious doubts are raised about 
this indicator from examination of Table 6 and Appendix II. It 
is difficult to discern a pattern other than the three districts 
with the smallest enrollments (Esmeralda, Eureka and Storey) had 
the highest assessed value per student. Curiously, each of these 
counties had a per capita personal income below the State's 
average in 1975. Clark County, which is generally regarded as 
one of the wealthiest districts, had an assessed value/enrollment 
ratio lower than the State's average. Also, Washoe County, which 
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Table 6 



SCHOOL ENROLLMENT AND ASSESSED VAL"E BY DISTRICT; 1977-78 

oouwry ENPOLmEOT assessed vrnm (ooo) assessed vrlue per popil 

Carson City 5,913 119,512 20,212 

Churchill " 2,743 53,225 19,404 

Clark 62,120 1,981,646 24,131 

Douglas 2,995 159,365 53,210 

Elko 3,567 150,566 42,211 • 

Esmeralda 115 12,785 111,174 

Eureka 178 30,268 170,043 

Humboldt 1,624 61,613 • 37,939 

Lander 848 30,292 35,722 

Lincoln 853 21,769 25,521 

Lyon 2,351 73,209 31,140 

Mineral 1,361 23,833 17,511 

Nye 1,437 79,518 55,336 

Pershing 687 36,500 , 53,130 

Storey 158 9,824 62,176 

Washoe 31,181 1,096,687 35,172 

V?hite Pine 1,944 48,781 25,080 

STATE: 140,077 3,989,393 28,480 

Source: Nevada Department of Education, Biennial Report and 

Nevada Department of Taxation, Local Government Red Book 
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ha^ the highest per capita personal income in the State, and one 
of the highest in the nation, had an assessed value/enrollment 
ratio just above th^ Staters average. Obviously, since these 
two districts account for 80 per cent of the enrollment, they will 
largely determine the State average. This makes it difficult to 
construct a formula that will be able to deal with such diverse 
pcpulations as Esmeralda and; Clark. As a consequence, local 
i^chool superintendents have negotiated the low wealth allocations 
outside of the formula recently. 

In addition to wealth equalization, the formula has evolved 
to account for needs of small rural districts, large urban schools, 
special needs of the handicapped and transportation. There is no 
explicit factor in the formula t6 address the problems of minori- 
ties and their cultiaral differences. While blacks are concentrated 
in the urban centers, particularly in Las Vegas, Indians are 
represented ^in^mos.t. districts . There is^ a -wide-spread f eellng 
among education officials that the formula 'has been stretched to the 
limit, and needs to be thoroughly re-examined. The State Depart- 
ment of Education made a request to the 1979 session of the 
Legislature to fund a comprehensive study of the formula, but the 
proposal was denied. Given the diversity of the State's population, 
the formula will continue to evolve. The tax reform of 1979 will 
give this further impetus. 

Finally, our analysis has been limited to inter-district 
equalization. Since Nevada has 17 county-wide school districts, 
it is possible that intra-district disparities might occur which 
our study does not recognize. 
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. II 

A HISTORY OF THE STATE'S ROLE 
IN SCHOOL FINANCE IN NEVAt>A 



The issue of which level of government should be respon- 
sible for education policy and finapce has been an important 
topic throughout the history of the State. To properly 
understand the current debate on school finance reform it is ' 
imperative that the • evolution of laws relating to the financing 
of education be considered. As early as 1884 the State Super- 
intendent of Public Instruction made the following lament. 

"Why is it that some of Nevada's offspring, 

with a scanty three months in school, must struggle 

to obtain from a cheaply paid teacher the elements 

of a primary education, while others can, for ten 

months annually, under the tuition of normal school 

and college graduates, enjoy the privileges of the 

grammar school and the high school?... Is there 

any„rAtional- explanation of the fact that while 

Storey County has an average of ten months of 

school. White Pine County has an average of four 

and one-half months?... Have we a state system 

ct all or it is not rather a county or district 
system? "^2 

Financing of public education has historically been 

developed along the line of dividing the cost among all levels 

of government, including the State, the county and the school 
18 

district; Yet in the early days there was little State 
direction in educational policy and little State support. The 
role of the State Superintendent was increased in The Reorgani- 
zation Act of 1907. Among other provisions that Act made the 
Superintendent responsible for apportioning State aid to the 
districts. 
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••Whatever money the State has given to the 
schools has always been allocated on the basis of 
an apportionment formula*... The actual amount of 
per-pupil and per**teacher apportionments which 
the State has given has varied considerably over 
the years ^ and the method for computing these 
apportionments has changed from time to time, 
but the basic system by which State support is 
distributed to the individual schools remains 
largely unchanged from the time of its creation. "19 



This system began to break down in the face of a critical 
shortage of teachers during World War II. A coalition of the . 
Nevada State Education Association, the Nevada Taxpayers 
Association and the Nevada Legislative Counsel Bureau was formed 
in 1946 to deal with this crisis. They submitted their report 
addressing financial and organizjational problems of the school 
system in 1948. However, the S tate Legisla t\n:e_ dealt, with ^many 
d£ their concerns in the 1947 session, and made substantial 
changes in school finance and organization. For our purposes the 
Legislature made two important changes in 1947. First, State aid 
to rural schools was increased. This was a recognition that small 
low wealth districts did not have a sufficient tax base to support 
themselves even with normal State aid. Second, it provided State 
aid to high school districts for the first time. 

The Nevada School Finance Study Group of 1946-48 supported 
more far-reaching proposals than those enacted by the Legislature. 
They were concerned about the declining level of State aid, the 
excessive number of school districts and the inadequate budgeting 
staff of the State Superintendent. In 1937, the State provided 
23 per cent of school funds; the county 66 per cent; and the 
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district 11 per cent/ By 1947, the State supplied only 18 

per cent? the county 54 per cent; and the district 28 per cent. 

The county which offered the most support had the least voice 

in education policy. During the school year of 1946-47 there 

were 197 elementary schools and 41 high schools in Nevada. 

Of the elementairy school districts only 143 levied a district 

tax for their own support. The School Finance Study Group 

concluded that only 22 of the elementary districts were "large 

21 

enough to operate efficiently." 

The Study Group cited four principles to support their 
recommendation.^^ (1) The principle of State responsibility. 
The principle is generally accepted that the State as a whole 
is responsible for education. T*^ey concluded that little 
attempt was made to arrive at a minimxim education. "Legal 

provision for State supervision of school budgeting, accounting 

- ■ '"^^ --. "^^^^ — -„2 

or a fiscal policy does not for all practical purposes exist. 

(2) The efficiency principle. This principle states that the 
State shall make provision for local initiative, and that 
school districts be large enough for the operation of a school 
system and for the provision of local leadership. However, 
local initiative does not have for an end merely local needs, 
but the broader requirements of citizenship as well. 

(3) The equalization principle. This principle calls for 
a minimum program supported by the State with districts 
contributing according to ability to pay. The State must 
supervise the minimum program, but districts can exceed the 
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minimum through local effort* The Study Group concluded that 
"the allocation of State money on a teacher-pupil apportionment 
formula has not promoted equalization*"^^ (4) The Prudential 
principle involves the right of the State to insist upon the 
honest and efficient handling of money. 

These findings and principles provide a good benchmark 
to discuss more recent reforms in Nevada. 

The Peabody Plan> 1955-67 . 

The financial problems of Nevada schools continued despite 
the 1947 reforms. The Governor found it necessary to appoint 
a State School Committee of prominent Nevada citizens in 1953. 
The Committee's charge was to: 

"First investigate the financial conditions 
of schools throughout the state and, upon the 
basis of such investigation, recommend as to 
whether a special session of the Legislature was 
necessary; second, to carry on a survey of school 
conditions during 1954 and report the results 
of the survey at the 1955 session of the Legislature . "25 

The Committee did recommend a special session of the 
Legislature^ for 1954. That special session authorized a * 
fact-finding committee of citizens and appropriated $30,000 
to carry out the .survey. The Governor's School Committee 
assigned the primary responsibility to the George Peabody 
College for Teachers of Nashville, Tennessee. The Peabody 
Report was adopted by the Governor's Committee. It called 
for a major increase {$4 million) in State funding to provide 
for a basic foundation plan. 
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Nevada had neither a general sales tax nor an income tax. 




i' 

\ 

\ 


In order to provide the funding for the basic foundation plan 
reconunended by the Peabody Report the 1955 session of the 




t 

s 


Legislature authorized a referendum vote on a 2 cent sales 
tax. Voters thought the sales tax revenues were earmarked 
for education and approved the tax measure. They were dis- 




t 

t 


illusioned to find it was not earmarked for education, and 




I 


rejected later attempts to increase the sales tax to 3 cents.- 


X 




Basically/ the Peabody formula for financing education. 






as passed in 1955, was as follows: State minimum requirements 


r 




would be calculated by multiplying the average daily attendance 






of pupils in grades .1 through 12 by $80, kindergarten pupils 


i 




in average daily attendance by $40, the number of certified 




) 


teachers employed by $4,000, and adding the results. From 






this figure a 70 cent tax on the county's assessed valuation 


f 




would be subtracted. The remainder would constitute the 






state's contribution. Changes in the per-pupil and per-teacher 






allotments from 1955 to 1966 greatly increased the state 






appropr iati^on . 






In the school year 1966-67, the last year of state 






distribution of school funds under the Peabody formula, the 






law provided that the state minimum requirements should 


• 




consist of the sum of the following: the number of elementary 






and secondary school pupils in average daily attendance multi- 






plied by $100, the number of kindergarten pupils in average 






daily attendance multiplied by $50, the number of handicapped 
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pupils in average daily attendance multiplied by $500, thfe 

number of teacher entitlements multiplied by $5,100, and one-half 

the cost of transportation* 

The other major result of the Peabody Report was the 

consolidation of school districts. After 92 years of local 

districts, when as many as six kinds of districts were 

recognized by law and allowed to organize with five resident 

children and to exist with three, seventeen county-wide school 

26 

districts were created. Each county district is administered 
by an islected board of trustees and a district superintendent 
appointed by the board. The county school districts were made 
directly responsible to the State Department of ^Iducation which 
Qver time has made them more accountable to the State. Presently, 
the districts' financial accounting and budgeting format is 
prescribed by the 'State Department. 

The Peabody formula did offer more generous support for a 
basic foundation program for each district. However, the sales, 
tax was not earmarked for education. Moreover, each district 
could supplement its basic program with up to an 80 cent additional 
levy above the 70 cent levy provided in the basic plan. Most 
districts have used the full $1.50 tax capacity, which means 
wealthy districts can support each student more generously than 
poor districts. The consolidation did bring about a more effi- 
cienL system and probably a greater degree of inter-district 
equality. Less is known about the effect on intra-district effi- 
ciency and equalization, however* More will be said about this in 
Section III. 
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' The Nevada Plans 1967-79 > 

Even after the enactment of the two cent sales tax in 1955, 
there was a continuing need to call a special session of the 
Legislature in even-numbered years to deal with school finance. 
Education was still dependent on the Local property tax to a 
large extent. Efforts to increase the sales tax to three cents 
in the early 1960 ^s were defeated. Since the original tax was 
passed by referendum, any subsequent amendments must be sub- 
mitted to the people. 

The State experienced very rapid population growth in the 
post-World War II period with few broad based taxes. Gaming taxes 
were increasing for the State general fund, but there was no 
personal or corporate income tax, estate or inheritance tax, and 
a very modest sales tax. Nevada was becoming more urbanized 
with centers in Las Vegas and Reno. Carson City and the Tahoe 
region in northwestern Nevada also grew rapidly. Eastern and 
central Nevada still suffered from sparse populations and the 
boom-biist cycle of mining camps. 

State Senator Carl Dodge of Fallon began to work for a remedy 

to tha continuing school finance problems. He devised 4 plan 

/ 

whereby an additional, separate sales tax could be adopted 

27 

Without going to a vote of the people. He proposed a one cent 
Local School Suppor.t Tax to be levied on the same base as the 
two cent tax. The one cent tax would be returned to the county 
of origin and earmarked for use by the school district. The 
Legislature approved this tax in 1967. Since it was not submitted 
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to the people # a quick Court Challenge was sought* The Nevada 

Supreme Court ruled that the new tax was a separate tax and upheld, 

the Legislature's action* 

The enactment of the Local School Support Tax led to the 

substitution of the "Nevada Plan" for the Peabody formula. It 

was the intent of the Legislature "that the proper objectives 

of State financial aid to public education is to insure each 

28 

Nevada/ child a reasonably equal educational opportunity." 
The Nevada Plan as amended attempts to achieve this objective 
by a formula which recognizes need on a^ per pupil basis and 
program basis. State financial aid equals school district basic 
support guarantee minus local available funds produced by manda- 
tory local taxes. Local revenues are the V70 cent mandatory tax 
on each $100 of assessed value and Local School Support Tax 
Revenues. If the Local School Support. Tax is considered a local 
tax the State support as a percentage of total school revenues 
declined. This is the proper interpretation since ^revenues 
ai^ returned to the district of origin and calculated as part of 
the local feffort since it is a mandatory tax. However/ where 
collections are low the State wili offset the deficit. While 
the tax increased funds eariharked for schools, it did not, in 
itself/ reduce inter-district inequality. 

For each biennium the Legislature establishes the total 
basic support* guarantees per pupil and subtracts the estimated 
local mandatory revenues to arrive at the need for State support. 
The local mandatory revenues for 1977-78 were $28.1 million 
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from the 70 cent per $100 assessed value property tax and^^- 
$43*4 million from the Loca'l School Support Tax. * 

The State allows each district to raise revenues outside 
of basic support. These include an optional -80 cent property 
tax levy, a motor vehicle tax and P.L. 874 revenues for Federal- 
installations. These revenues are the cause of the remaining ^ * 

c 

inequality in school funding. In 1977-78, the 80 cent property 
tax generated $32.1 million compared to $5.4 million in motor 
vehicle taxes and $5.1 million in P.L. 874 revenues. Obviously, 
the major cause of the d4.fference in support per pupil is the 
optional 80 cent tax on each $100 of assessed value.*' 

The Nevada Plan attempts -to satisfy three obj^^ctives. 
First, a State system of public education. Second, a reasonably 
equal education opportunity. .Third, education as a social right 
of each child in a manner which cannot be- a function of the wealth 
of his. parents or neighbors. 

Recognition is givdn to ^xisti^ng variations in costs by 

using the following:* 

^ a. Elementary pupil costs weighted 1,0. 

This represents the largest po|)ulation; ther;eforg, 
a convenient base of reference. 

b. Kindergarten pupil costs weighted 0.6j * 

. ) . Here, the daily schedule is shorter and more pupils 

can be served by' facilities. 

if 

c. Secondary pupil costs weighted 1.4. ^ 

The daily schedule is longer^; course offerings * 
are greater; and more facilities are required. 



239 



173 



' P ;: ' ; d. / Valnk^-ioi' teacfi^r; and othiej: cer.tif ied employee 

^ .(other thai^ tea^^ of graded and subject classes) 
allotroient is unifbrni^^ 

; . e^. Allotments for teachers are made for -different 

counts of pupils within; geographical areas. 



Where populatioh is sparse^ few pupils are avail- 
able for placement in a graded or subject class. 

Where population is larger> pupils are available 
fpt placement in graded or subject clsisses of more 
efficient size. 

Allofcinents for other certified employees are made 
for different counts of teacher allotments within 
school- districts . ^ 

Where pppulatipn is dense^ concentrations of pupils 
wi^th -special educational needs ^ *and complexity of 
intrardis^ ^management and 

cpntroi r^^ supervisory^ technical arid 

professional staff ^ 



Support is: prpvrded for transportation services 

at -th^r^egi^^^ level of 7-5% of costs. 



Increased 



to -85% in 1979-81 bierinium. 



^Source: Nevada ' apartniant of Education 

■ In addition^ since 1973 ^ allotments are made for special 

education units for handicapped or gifted students on a formula 

basis. Recently / support for additional apportionment 'i to provide 

fiscal neutrality in low wealth districts has been added to the 

formula. The reasdhing for this traditional factor in the formula 

as given in the Nevada Plan is the following: 

« 

"Additional apportionments per pupil for low 
wealth are provided in basic support for a district 
whose resources outside basic support are ^less than 
the weighted average available resources outside 
basic support for all districts. 

"The effect of this additional apportionment 
for low wealth is that each district will have 
total resources per pupil of at lea&t-80-per-^en^'of 
whatJbhey_would -be-lf all^ statewide, were 
'apportioned as Equalized Basic Support is appor^tioned. "29 

- 2A0 , ' 



Many people involved in education in Nevada have recog- 
nized this means for p-oviding additional resources for low 
wealth districts has not worked as intended* If the basic 
formula actually equalized expenditures on the basis of 
wealth as a measure of fiscal capacity, there would be no need 
for an additional low wealth factor. If more of the property 
tax were included in the basic formula, the need for a special 
low wealth factor might be reduced. Also, P.L. 874 funds 
could be considered as local mandatory revenues in lieu of 
property taxes. As we explained in Section I, high wealth 
districts tend to be districts with low enrollments and small 
classes. In 1979-80, there are five districts targeted to 
receive a low wealth_ allocation. ^ 

Carson City - $ 30 per student 

Churchill - 43 per student 

Landor - 35 per student 

Lincoln - ,98 per student 

' Mineral ; 100 per student 

There is no obvious common characteristic shared by these 
five districts other than they are neither 'the largest nor the 
smallest. We also will point out in Section III that there is 
a negative correlation between per capita income and per stu- 
dent wealth; In recent years the low wealth allocation has 
been made by negotiation among the district superintendents 
rather than by formula. This will be illustrated by an 

actual example in Section III. ^ — 

— The Nevada Plan includes three program elements in' addition 
to the equalized basic support calculated on a per pupil basis. 
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The three program elements are (1) transportation, (2) special 
education^ and (3) low wealth* Transportation expenditures 
for equipment and operating are supported by the State at a 
7^-per-~cent~-level-." -This has been increased to 85 per cent .for 
the 1979-81 biennium. This increase in reimbursement considers 
the extreme costs of pupil transportation in the smaller and 
sparsely settled districts of Esmeralda, Eureka, Lander, 
Lincoln, Nye and Pershing. The reimbursement is based on- the 
experience of capital acquisition and operating expenses of 
the previous biennium* Thus, there is always a lag between 
the actual expenses and. the disbursements which can cause some 
distress for Small districts in periods of inflation. Special 
education units are allocated to provide instructional services 
for pupils who are unable to make satisfactory progress in 
regular graded programs of instruction. These units are 
apportioned on the basis of teacher allocation. In recent 
years one special education unit is provided fpr each 9 regular 
t.eacher allocations except every district gets at least two 
units. .Low wealth was discussed above. Each of these program 
elements are included as factors within the formula. 

The major part of the Nevada Flan formula is the equalized 
basic support factor. The Plan recognizes that where pupil 
popuJ.atip,n-is-sparse7''grb^ units must be maintained 

for small numbers of pupils, while in more densely populated 
areas, group service units can be maintained more efficiently 
by serving larger numbers of pupils in a group. Data generated 
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*by the State Department of Education show that not less than 
80 per cent of school expenses are for esta-jiishment and 
maintenance of classroom and service units that serve groups 

-of--pupi-ls-y— whi-le not-more~-than-20-per cent of expenses a~re for' 

.30 • 
serving pupils one at a time. 

In recognition of the cost for providi^ng regular instruction 
for sparsely populated areas, the pupil/teacher ratio is lowest 
for small schools. Curiously, it peaks at middle size attendance 
areas (4,800 for elementary pupils and 3,200 for secondary 
pupijs) and declines for the largest schools. For example, 
an elementary attendance area of 3 pupils will have one teacher, 
an area of 192 pupils will have a ratio of 26 to 1, and an 
area of 14,401 will have 24 pupils per teacher. (See Appendix IV) 

In addition, large districts are allocated more non-teaching 
certified staff allocation per teacher than small districts: 
Lees than 600 enrollment, one for every 5 teacher allocations; 
600-120 enrollment, one for every 4 teacher allocation; more than 
1,200, one for every 3 teacher allocations. 

The rationale for mare generous allocdtions of other 
certified employees is tha^t-^large' districts ^re more complex 
-^na^lnore^ difficult to manage. 

The Nevada Plan has evolved since 1967 in an attempt to 
meet the diverse needs of Nevada society. It recognizes the 
difference between the costs of kindergarten, elementary and 
high school levels. The needs of sparsely settled rural 
districts and the demands placed on urban districts are 



243 



I 



addressed. Dollar for dollar equalization is not the goal^ 
but instead special support is aimed at low wealth districts* 
Transportation and special education receives specific attention 
jLlLJtheJEpjcmula..._^long_w^ of dis- 

tricts, the Nevada Plan has made reasonable progress toward 
the goal of providing a basic statewide system where education 
-i-s-not- a - f unction- of^ the' weal th of ' theHparents T 'lBowever , 
problems remain. 

The State makes no direct provision for educational 
handicaps associated with racial and cultural differences in 
the student population. Certain areas of the State have 
considerable concentrations of Blacks and Indians with inade- 
quate family educational backgrounds who need compel ^^atory 
programs. Also, there is a growing Spanish speaking population 
in several communities who will need bilingual education. 

The so-called urban factor of awarding additional teacher 
allotments to large schools compared to medium-sized schools 
needs explicit justification in the plan. (See Appendix IV) 
Small schools get an extra allv^tment because of an assumption 
of economies of scale. An extra allotment of non-teaching 
classified employees is given to large schools because of the 
complications in managing a large system. There is no justi- 
fication given in the Nevada Plan for the extra allotment of 
teachers to large schools. Some people we have talked with 
suggested that one of the objectives of. the urban factor was 
to provide extra resources to inner-city schools with large 
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.•minority populations. If that is the case then it should be 

0 

clearly stated in the Plan so the provision could be evaluated 
^for- irts'^'f f ec tiveness • 

The State needs to reconsider ' its provision for allowing 
53 per cent of its local school property tax revenues to 
remain outside the equalization formula. The enactment of the 
1979 tax package was an opportune time to undertake this 
reconsideration, but it was not done. In fact, as we will 
show in Section IV, the Tevel of equalization will decline 
with the new plan. 

The Legislature approprialras money for the School 
Distributive Fund each biennium. The budget method used 
typically leads to larger appropriations than disbursements 
because revenues are underestimated. For instance, in the. 
bienniuru of 1977-78 and 1978-79, there was $154.6 million 
appropriated to the school fund, but because earmarked State 
revenues and mandatory local revenues increased more than 
anticipated, $27 million remained unspent at the close of the 
biennium, and reverted to the general fund. $22 million 
was due to higher than forecast local revenues, mainly the 
Local School Support Tax, and $5 million was due to more rapid 
growth of State revenues earmarked for the school fund. The 
$27 million balance amounts to 17 per cent of the appropriations, 
and was a substantial contributor to a hefty surplus. Many 
observers felt that the surplus was a factor in the positive 
popular vote on property tax reductions. Obviously, better 
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revenue forecasts are needed. The Legislature is decidedly 
more conservative in forecasting revenues in the second year 
of the biennium. The education lobby has won a trigger * 
mechanism to add more than the budgeted funds to the school 
distributive fund in the second year if State revenues exceed 
the forecast. 

After this brief discussion of the evolution of the State's 
role in school finance in Nevada, and an introduction to the 
Nevada Plan, we turn to a more detailed examination and 
evaluation of the Nevada Plan in Section III. In Section IV 
we discuss the effects of t.'-e 1979 tax reform on the Nevada Plan. 
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Ill 

AN EVALUATION OF THE "NEVADA PLAN" 1967-1969 



Nevada uses a variant of the Strayer-Haig foundation 

program to finance its public education. It is the most 

commonly used scheme and Nevada's plan has defects which 

are similar to those in other states: Inflexibility, 

inequitable allocations of funds, cleavages between the 

3 1 

sources and beneficiaries 'of funds, etc* The basic structure 
of the program is as follows: The state legislature sets a 
required level of expenditure ^perpupiX (the foundation) and a 
minimum required taxation rate, which each district must impose 
(usually on property) . The difference between the foundation 
support figure and what revenues the district can raise is 
the state's contribution. In the current Nevada foundation 
program, called the "Nevada Plan", the foundation support 
level varies by district according to a rather complex formula. 

The Formula 

The mechanics of the plan appear complex, involving as 
they do both considerations of needs as well as equalization 
oi educational opportunity across districts. The crucial 
figure is the average state guaranteed basic support per student . 
Thirs figure is— arrivBd-~at-thrrough nego'riarions'Wtwee 
State Department of Education and tne Legislature. Using 
population projections for the state, and some cohort models, 
the State Department of Education estimates needs* 
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This estimate could become quite complex, involving as it does 
all 17 districts lumped together. In practice a simple per- 
centage increase over the preceeding biennium is negotiated 
between the State Department of Education and the Legislature. 
Actuclly, two figures are projected, one for each of the two 
coming school years. The percentages reflect the relative 
importance which the Nevada Legislature places on education 
relr ive to other expenditures. As we shall see in Part Three 
of this section, education receives a relatively low priority. 

We chose FY 197^-78, the second year of the 1976-78 
biennium as an example of how the basic support guarantee is 
translateia into allocations to the 17 districts. The worksheet 
used to calculate the allocations appears as Appendix III. The 
Legislature voted $1,034.84 per pupil as its basic support 
guarantee for that' year. But no single district got exactly 
that figure per pupil. Instead, the basic support guarantee 
varied from a minimum of $1,007 in wealthy Washoe County to 
a maximum of $1,954 in sparsely settled Esmeralda County. 
The average of the support guarantees for all the counties was 
exactly $1,034.84. 

Generating the different basic support guarantees for 
each county /district is a bit complex, but is for the most 
part mechanical. Essential to the formula are the teacher 
allotments, which are based on student enrollments. On the 
last day of the first school month of the school year, official 
attendance is taken. A different sum of money is allocated per 

-~ 248 ' 



,^ pupil for kindergarten, elementary and secondary. Each dis- 
trict received $136 per elementary pupil and $190 per secondary 
pupil. (Kindergarten students were treated ah 0.6 of an 
elementary student.) For each special education unit (teacher 
plus his/her students) the district received $17,600. 

Somewhat less straightforward is the teacher allotment 
f.ormula. The assumption seemed to be that the student/teacher 
ratio should be lower in very small and in very large enroll- 
ment districts. As an example of this U-shaped cost function, 
the following is the table of teacher allotments for secondary 
students i 

Teacher Units for Secondary Pupils* 



Enrollment 
From To 



Number of Teachers 



Not more 


than 45 


5 




46 


54 


6 • 




55 


77 


7 




78 


104 


8 




105 


135 


9 




136 


170 


10 




171 


209 


11 




210 


252 


12 




253 


3,200 


divide by 22^; 


but 






not less than 


12 


3,201 of 


more 


divide by 21 





Pupil/Teacher 
Extremes 





9 


7.6 


9 


7.9 


11 


9.8 


13 


11.7 


15 


13.6 


17 


15.5 


19 


17.5 


21 



22 
21 



^Source: Nevada Plan for Support of Public Education, January, 1979 



The low pupil-teacher ratio in small enrollment areas is called 
the "rural factor"; the "urban factor" is reflected in the drop 
in pupil-teacher ratios at tha high end. 
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Supervisory personnel and other staff positions are allo- 
cated' on a 1-5/ 1-4, or 1-3 teachers as the districts increase 
"in" size. Special education units in 197.9-80 consisted of one 
unit per every 9 normal teacher allocations. (See Appendix IV) 

It should be mentioned that it is advantageous for a 
superintendent to define enrollment areas within his district 
to maximize his teacher allocations. Subdividing the district 
into more, smaller enrollment areas takes advantage of the 
"rural factor" and will lower the overall pupil/teacher ratio 
in the district. This means a bigger support guarantee for the 
district. It has been alleged that this type of manipulation 
has occasionally been tried/ though solid justifications 
for .the particular divisions in question have always been 
forthcoming from superintendents o 

Using TY 1977-78 data for Washoe County we can easily 
show how the basic support guarantee for that county was 
calculated. 

Enrollms'it (all grades) 31/180.6 
Totai Teacher ard other . 

Certified Personnel 1/814* 

Teachers + Personnel x $11/900 = $21/586/600 
Elementary Enrollment x $136 = 2/137/729 
Secondary Enrollment x $190 = 2/937/780 

■7 

Total Support Value $26'^ 662, 109 

Support Value Per i'upil = $26,662,109 ^-^c 

' 31,180.6 - ^^55 

*From Appsndix IV 
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This $855 for Washoe County is compared with the lowest 
from all the districts, which happens to be $820 in Pershing 
County. Washoe is given the value ~ 1.0426, or 4.26% 

above the lowest. The relative percentages for all 17 districts 
are averaged and a "discount" factor applied to those below 
average. Washoe ends up with a discount factor of .9861 which 
is its 1.0426 divided by the state average of 1.058. 

The "discount factor" now largely determines what portion 
of state funds Washoe gets. The .9861 is applied to the basic 
support figure $1,034.84 to give Washoe County's basic support 

5 

figure of $1,020.46. Added to this are transportation per 
pupil funds based on 85% of the expenditures from the previous 
two years. Thus, it appears that Washoe's basic support 
guarantee should be above $1 , 050 per pupil because transportation 
amounted to around $30/pupil. 

One consideration that has so far been left out is the 
"low wealth" factor, which arises from the frank recognition 
that some counties with particularly low wealth simply cannot 
support their schools with the allocations mechanically . 
generated by this plan. So in a process of multilateral bar- 
gaining among superintendents and the State Department of 
Education, 3^ to 5 counties have received extra funds at the 
expense of the wealthiest counties, such as Washoe County (Reno) 
and Clark County (Las Vegas). Thus, Washoe County ended up 
with an official basic support guarantee of only $1,007 in 
FY 1977-78. 
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A figure of basic guaranteed support per pupil' for each 

district is recommended to, the Legislature by the State Depart 

ment of Education and they may adjust the entire scale up or 

down, but the relative sizes of district allocations are 

traditionally not matters of legislative concern. Since the 

allocation of monies anvong counties is a primary function of 

legislatures/ this non-intervention in the administrative 

allocation strikes some people as strange. 

Once the basic support guarantee is passed everything els 

is simply arithmetic. 

Number of Students in Washoe County 31/180.6 
Basic Support Guarantee ~ x $1/007 

^ Guaranteed Basic Support . $31/398/864 

Plus • ' 

Specialr Education Units $ ^ 17/600 

X 132 



cafcio 



2,323,200 

Total Guaranteed Basic Support = $33/722/064 

Local taxes picked up 59 .2% of the basic support guarantee 

that year in Washoe County. Those mandatory sources are the 

following: 

70 <^ Property Tax 

Assessed Property Valuation $1/096/868/945 

^x .007 

$ : 

Plus 
1^ Sales Tax 



Locally Generated Revenues 
Due from S^ate Distributive 
Fund to Wasljoe County 



$ 


7, 


678 


/08 3. 


$ 


12, 


286 


,839 


$ 


19, 


964 


,922 


$ 


33, 


722 


,064 


$ 


19, 


964 


,922 


$ 


13, 


757 


,14 2 
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One pecularity of thet Nevada Plan is that property assess- 
ments always lag behind actual values* ' Since expected property- 
revenues are always lower than actual collections^ the 'state * 
'educational distributive fund typically overpays districts 
where property values are rising rapidly. This has been the 
case in Washoe County , where estimated state funds distributed 
were $,13, 825,000 , which amounted to $67,878 above what they 
should have been ex post. This $67,878 went back into state 
general revenue funds. While this systematic reversion of * 
monies from education to general revenues, is certainly not 
ideal, it is much better than the chronic shortage of funds 
suffered by most districts in the second year of . the ^biennium 
under the old Peabody Plan prior to 1967. 

Total funding per pupil in Washoe County greatly exceeded 
the official $1,007 in FY 1977-78 because considerable revenues 
were generated by the optional 80 cent property tax and from 
other less significant sources. Cou.'>ties like Washoe with, 
large property assessments can give their students a richer 
educational experience than poorer counties, like Mineral County. 
So although the state distributive fund goes some distance in 
eq'ualizing educational opportunity among districts, the 
existing inequalities in wealth guarantee that a large 
degree of inequality remains. 

Nevada has a gap .between the rhetoric of equal opportunity 
and the reality of unequal funding among districts and within 
districts. Districts with more taxable wealth are able to 
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spend more per student. In 1977, wealth per student varied from 
$170,043 in Eureka County to only $19,404 in Churchill 
County* Yet, ^as we will see later, relative income per 
capita, which is probably a better indicator of 'taxable 
capacity, was reversed. In Churchill income per capita was 
$6,057 per year, and in Eureka, only $4,784. To compound 
the difficulties, the state aid figures to various districts- 
co.unties jump around from year to year with little apparent 
connection to a formula. 

The formula that is used in all such limited equalization 
foundation programs is based on two concepts., 

1. Need of the district - which is always related 

to enrollment and sometimes to special needs such as trans- 
portation ^(true in Nevadia) . 

2. Funds are allocated in inverse proportion to local 
tax capacity. 

This second,^ redistributional aspect of the scheme has 

two parts. Five districts are presently designated low wealth 

33 

and get from- $30 to $100 extra state allocation per pupil. 
According to the Legislature, leveling takes place in this 
operation because no district is "leveled down" in order to 
"level these low wealth districts up." It is not likely that 
the entire educational budget has been increased by the amount 
of the low' wealth allowance. In fact, we know from calculations- 
made above that wealthy districts did give up funds. 
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Redistribution ailso takes place in another^ more common 
way* Some districts are able to raise Tnore tax revenues from 
their mandatory 70 cent property tax and 1 cent sales tax than 
other districts. Since the state fills in the gap between 
the foundation basic guarantee and the per pupil amount 
raised by the district^ the state distributive fund payments 
wiia vary inve?r$ely with the district's tax capacity. Wealthy 
districts get less from the state ^ poor districts get more. 

But lest one become too impressed with the equalizing 
tendency of the Nevada Plan, it should be pointed out that 
wealthy districts naturally spend far more per pupil despite 
all the mechanisms for redistribution. , We will elaborate how 
this" inequality arises for local wealth taxes, discuss some 
curious cspects of the needs formula and discuss alternative, 
more appropriate measures of tax capacity. But first, to set 
the stage for our analysis, we examine the relative poverty 
of public education in Nevada relative to the other states. 

Trends in Support. for Public Education in Nevada 

By commonly accepted measures, Nevada has a larger gap 
than any other state between its ability to raise tax revenues 
from its own sources (tax capacity) and its utilization of 
this ability to produce revenues (tax effort) ."^^ Despite 
a high per capita income (4th rank in 1977) , Nevada ranked 
only 27th in expenditure per pupil in elementary and secondary 
schools. Prior to the much heralded Nevada Plan,'U):i 1960 Nevada 
was 9th in the nation in expenditures per pupil. Education 
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seems; to ; have a low ^priority in Nevada , for education expendi*- 
tures have consistently been a smaller per cent of total, 
government spending since 1960 in Nevada than in 45 other 
states. Pupil-teacher ratios were higher in Nevada thjan any 
other state in 1976; the ratio fell from 23.6 (1960) to 31.3 (1976), 
a drop from 26th to 50th place among the states. 

Some well-known studies have purported to show that expen- 
diture per pupil and class size have little measurable effect 

35 

on educational achievement. * Yet, other studies demonstrate 
the obvious fact that class size and the quality of the teacher 
are the principal variables ^which can be manipulated to produce 
successful educational outcomes. It is interesting that the 
Nevada Needs Assessment cognitive tests of 3rdr 5th and 7th 
grades done in 1973-74/ showed Nevada" pupils dropping below 
national norms as they progressed through the public schools. 
Third graders exceeded national norms in all 5 subject areas, 
fifth graders equaled or exceeded national norms in only 3 
areas (they Scored poorly in arithmetic concepts and applications) , 
and seventh graders fell below national norms in all areas. 
Indians, Blacks and Spanish-Americans already had difficulties 
in thilrd grade and were totally below the norms by fifth grade. 

Achieving equality of educational opportunity would seem 
to mandate higher educational expenditures for all students 

0 

to that they can compete for admission to universities outside 
the state or successfully compete for jobs. But especial 
attention needs to be paid to minorities since their experience 
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, in schools has been ^particularly disappointing. Except for 
Federal monies in the case of Indians, no specicil budgetary 
provisions are made for minority students in the Nevada Plan. 

The state portion of overall public school financing has 
followed no cpnstant trend since 1950. There is no steady 
rise in the centralization of school finance such as that 
observed in many other states. There was a rise in the pro- 
portion of state funding in 1956 with the introduction of the 
so-called Peabody Plan and then a sharp drop around 1966-67 
as the preisent Nevada* Plan was being implemented. (See Table 8) 
The total state contribution was down to only 32.3%, with local 
sources accounting for 60.4% in 1977-78. The share of the 
Federal contribution has fluctuated around 6% since 1950. 

The State v/ill certainly be assuming a larger share of the 
total if Proposition 6 (Nevada's Proposition 13)^ passes, 
cutting local property taxes. Also, we will demonstrate in 
Section IV that the Nevada Plan falls far short. of providing 
equal expenditure per pupil and cases similar to the Serrano 
case could be brought in Nevada by parents in poor districts 
or in poor sections of any district. 

«• 

"Need" in the Nevada Plan 

Since 1956 there have been 17 school districts in Nevada, 
each coterminous with one of the 17 counties. Each biennium 
the State Department of Education uses a formula to calculate 
how many dollars per student each county/district is to receive 
This supposedly objective determination is ostensibly based on 
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Table 8 





STATE DISTRIBUTIVE FUNDS AS 
A PROPORTION OF TOTAL FINANCING 




• 

SCHCX)L YEAR 


- 

STATE 


■ 

DISTRICT 


FEDERAL 


1950-51 


.35 


.59 


.06 


1951-52 


.33 


.54 


.13 


1952-53 • 


.34 


• .58 


.08 


1953-54 


.42 


.50 


.07 


-1954-55- 


.46 


.48 


.06 


1955-56 


.50 


.44 


.06 


3-?56r.57 


.53 


.42 


.05 


1957-58 


.52 


.43 


.05 


1958-59 


,53 


.44 


.03 


1959-60 


.57 


.35 


.08 


1960-61 


.57 


.38 


.06 


.1961-62 


.58 


• .35 


.06 


1962-63 


_^59 


.35 


.06 


1963r64* 


— 





— — 


196.4-65 


.55 


.40 


.06 


1965-66* 






— — 


19oo-o7 


.33 


.62 


.05 


19.d7'^68 


.35 


.58 


.07 


1968-69 


.30 


.64 


.06 


1969-70 


.32 


.61 


.07 


1970-71 


• 


.61 


.07 


1971-72 


.33 


.61 


.06 


1972-73 


.29 


.66 


. .05 


1973-74 


..35 


.60 


.05 


1974-75 


.32 


.62 


.06 


1975-76 


.35 


.59 


.06 


1976-77 


.32 


.62 


.06 


1977-78 


.32 


.60 


.07 


NOTE: Rows do 


not sum to 


exactly 1.0 because of rounding 



*Data not available 

Source; Nevada ctDe|)artment of Education Biennial Report 
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need* The calculations are full of assumptions which seem to 
represent the results, of political bargaining between the 
superintendents and the State Department of oEducation. The 
Legislature seems unwilling to -question the relative sizes of 
th:e_sjcippjDrJt_figurjes,. j^^^ these would seem to be of con- 
siderable political interest, instead the Legislature confines 
itself. to defining a statewide average number of dollars 
per student to be allocated as basic support. 

We have already mentioned that the formula leaves con- 
siderable room for "horsetrading" between superintendents 
and the State Department of Education. 

Item-The pupil/teacher ratio is dependent on how 

th6 district is divided up into attendance areas. 

Item-The "low wealth" factor allocations were 

•totally politically negotiated and demonstrated 
how antiquated the plan was. Some superinten- 
dents have suggested that the plan has demon- 
strably outlived its usefulness, 

^'i'^^lly' it is inevitable that actual costs in a district will 
not be reliably estimated by any formula. For example/ a 
district is allowed $11,900 per. teacher. Since 1969, teachers 
in Nevada have bargained collectively for salaries; some 
teachers' associations, e.g., Clark County, are stronger than 
others. The absence of non-uniform and changing salary scales 
across the state make the Nevada Plan formula too inflexible 
to be applied without constant adjustments. It is generally 
known that such adjustments have taken place. The question is, 
what is the proper foriam for bargaining over state distributive 
education funds? 
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Some xnodern political scientists believe that behind-the-- 

scenes negotiation of interested parties is the most efficient 

37 

way to allocate public monies* All the interested parties 
(superintendents) are involved and they presumably represent 
th"e~-in teres ts of those in- their school districts* Their 
bargaining may achieve the most efficient and equitable 
distribution of funds with no expenditure of valuable time of 
legislators. 

t 

TVn opposing view has it that negotiations involving . 
dispersal of public monies should be done in full public view 
in the Legislatuore by the elected representatives of the people. 
Spending tax revenues is one of the chief functions of 
representative government. To routinely delegate responsibility 
for distributing over 34% of the state budget (1978) to 17 
supex-intendents and a few unelected officials in the State 
Department of Education seem§ inconsistent with an open 
democracy. 

* 

"Equalization" in the Nevada Plan 

> A. Among Districts 

It is hardly a radical proposition that each child 
deserves equal opportunity in education. Different school 
districts have different tax bases and when the only source 
of school finance is locals schools will necessatily have 
disparate per pupil expenditures ( Serrano ) . The remedy is 
for state func'is .to be used to equalize the expenditure per 
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pupi-l so that each childis education is not dependent on 
the wealth of his or her district. 

Some people would go further in arguing that equality of 
the outcome of schooling is what is important in the job 
market. Children with learning difficulties from disadvan- 
taged homes must have more money spent on them so that they 
finish the schooling process with abilities equal to their 
peers; front more fortunate circumstances • The job market in 
Nevada is demonstrably bi^iaed; biased schooling simply 
compounds the obvious inequality in Nevada and elsewhere in ^ 
the United States. 

Correlations run on pooled data for 1973-74 to 1977-78 on 

the 17 counties/districts (85 observations) show that the wealth 

per student is highly correlated with total expenditure per 

pupil: The correlation coefficient is +.86. Counties with 

high taxable wealth use that large tax base to supplement the 

basic support guarantee. This is the optional 80 cent property 

tax which all but three counties add to the mandatory 70 cent 
38 

tax. Counties with high wealth spend more per pupil , 
creating a source of inequality among counties. State distri- 
butive funds do not offset these inequalities according to 
our data. The correlation coefficient between wealth per 
student and expenditures from the state distributive fund is 
not significantly different from zero. However, the state dis- 
tributive fund expenditures ate naturally correlated with the 
total expenditures per pupil of which they are a part. 
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It has been often suggested that income is a better 
measure of fiscal capacity than wealth. Property rich 
but lew income areas occur in rural counties (such a& Esmeralda) 
as well as in central cities. In fact, our data show a nega- 
tive correlation between peir capita. income and per student, 
wealth pf -.20. When we consider the distribution of State 
funds relative to per capita income, we find a correlation of ^ 
-.38; this is more in line with our a priori notions of dis- 
tributive justice. How this pattern appeared, given the ;f act 
that per pupil wealth rather than per capita income was one 
of the implicit distribution criteria is not at all clear. . ^ 
The choice of income vs. wealth as 'a redistributive criterion 
in Nevada deserves much more study. 

B. Within Districts 

Real equality of opportunity involves each individual child, 
not just an equalization among districts.' Children's experiences 
vary greatly within schools in a county-wide school district. 
Although we did not ha^e the appropriate data, many Washoe 
County teachers will admit that elementary schools in *the affluent 
southwestern part of Reno are superior to those in the northeast 
where per capita income is lower. This is an area which warrants 
much more research. The main difficulty 'is finding a reliable 
source of data. The State is satisfied to monitor inter-district 
equality in order to protect the Distributive School Fund. 
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PROPERTY TAX' REFORM AND 
SCHOOL FINANCE IN NEVADA 

Nevada . is in. the midst of a tax reduction movement 
similar to the Jarvis-Gann iniative in California. In fact, in 
November, 1978, Nevada voters approved Question 6, ^^rhich is 
nearly identical to California's Proposition 13. However ^ 
unlike California^ the process to revise the State Constitution 
by dniative in Nevada requires two consecutive affirmative 
votes in successive general elections. Therefore^ the Nevada 
voters must approve the question again in 1980 for the 
Legislature to act in ^1981. The proposed amendment provides 
the following features • 

1. :^ Establishes a raaximiim one per cent tax rate on the 
full cash value of property; 

2. ' Defines "full cash value" as that value established 
for the 1975-76 fiscal ye.ar plus a maximum two per cent 
inflationary increase; a 

3. Requires a current appraised value to be placed on 
the property for new construction and sales during the year 
of construction or sale. 

4. Provides a two-thirds voting rule for legislative 
increases in non-property taxes; and 

5. Provides a two-thirds voting rule for local elec- 
torate increases, in non-property taxes. 

263 • 

pno 



Paiing the. threat of Question 6, the Legislature made 
tax cuts amounting to $244. million over the 19,79t81 biennium to 
avoid the obvious inequities in the proposed constitution revision. 
The Legislative cut exceeds that, offered in Question 6 
with much of the reduction being financed from the State's 
surplus,. The legislature preferred.'to couple tax reduction 
with tax reform. They were concerened that two neighbors 
could havp different assessed values placed on their identical 
properties ^0 depending on when the property was purchased. 
Likewise^ they were concerned that corporate-owned property 
does not change ownership as residential property does^ thus^ 
such properties as public utilities would neve?' be reappraised. 
Also^ Question 6 provided no assurance that renters would 
benefit from the. tax reduction. In shorty property tax 
eqcalization would be impossible to achieve. ^ 

The Legislature enacted a five point tax reform package 

in May^ 1979^ in hopes that Question 6 will be rejected in 

1980. If Question 6 is finally approved the legislative 

package will self-destruct. First is an across-the-board 

tax reduction front $5.00 to $3.64 per $100 of assessed 
40 

valuation. The ratio of assessed value to market value 
remains at 35 per cent^ which reduces the effective tax rate 
from 1.75 per cent of full cash value to 1.27 per cent. 
Second^ certain personal property will be exempt from property 
taxation. This includes business inventory^ livestock and 
household personal property. These exemptions were allowed 
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by a Constitutional amendment* which was approved bV the voters 
in November, 1978. Third, a provision requiring landlords 
to refund a part of their tax savings to tenants was enacted* 
Fourth, the sales tax onfdod for home consumption was 
repealed' by a popular vote^oir June 5, 1979. This vote was 
made necessary because the original sales tax was approved 
by a referendum vote in 1955. Fifth^ limits were placed 
on spending of non-school, local governments ^ and limits 
were placed on local revenues for school districts. 

Property Taxes Before Question Six 

Before proceeding with a discussion of* the reform and 
its effect on school finance, it is necessary to describe 
briefly Nevada's property tax system prior to the changes 
because of the significance of property tax revenues in 
school funding. All real and personal property and possessory 
interests; are to be uniformly and equally assessed according 
to Section 10 of the Nevada Constitution. The. Constitution 
also limits the combined rate for cities, counties, schools, • 

o 

special districts, and the State to $5.00 per -$100 of assessed 
value. The ratio of assessed^ value to market yalue is limited 
by statute to 35 per cent. Hence, no taxpayer is subject to * 

-more^€han_l_._75 per cent rate on full cash value. Each -taxing 

— ^ 

jurisdiction estimates their spending needs and how much must 
be financed with property tax revenues. They then determine 
the necessary rate given their tax base. If the combined rate 
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exceeds $5*d0/ the jurisdictions sit together to negotiate 
a reduction to bring the rate within the limit. If they fail^ 
the State Tax Coiranission makes the adjustment* Since everyone 
is subject; to the state, county and school district levy, those 
"properties outside of cities and special districts pay less 
than the $5.00 limit. The State receives 25 cents of the* $5.00 
for the General Fund, plus the State takes 11 cents for the 
. statewide medically indigent program for a total State share 
of 36 cents. 

School districts are guaifanteed $1.5a of the $5.00.^ This 
. left $3.14 for nonrschool local governments. Since schools, 

counties and special districts are more dependent on the property 

tax than the State or cities, a reduction across-the-board to 
^one per cent as pbrposed in Question 6 would have more impact 

on the former entities than on the latter. 

One of the concerns people have with the property tax 

is that as the base rises with inflated property values, tax 
jrates /h^ve been increased aa well. ;This h^s not been, and 

cannot be the.ca^e in Nevada since the maximum- rate is fixed. 

The base drifts up with^ inflation because the county assessor 

is required to reassess .each least/ every five 

years in otder to maintain equalization. . However, in some 

^ - ■ . - . ' ■ ' 

rapidly growing counties this cycle has not been maintained 

because the assessor staff ig not sufficient to cover new 

construction and reassessments. Consequently, during the* 

present inflationary^ period propei^ty owners have enjoyed a 

windfall during the years between assessments. 



Appointed county equalization boards are required to 
review, assessments annually and hear taxpayers' appeals. 
The State Board of Equalization serves, a similar function, 
but has the additional function of reviewing the ratio study 
of each county to en3ure that each county is at the required 
35 per cent ratio or assessed to market values in order to 
protect the State School Distributive Fund-. Ifja^county is 
und^rassessing property, that count^school district would 
receive more state aid becaus;e of the relaxed tax effort. 
The State can require' a county to assess .the .property in order 
to bring^lis^'yal^ to 35 per' cent. 

Considerable property has been provided special treat- 
ment or exempted by amendments to Section 10 of the. Constitution. 
Agricultural land can be taxed at use value rather than market 
value with a penalty levied if the land is converted to 
non-agricultural use. Nevada's Net Proceeds Tax on mineral 
rights or mineral deposits is in lieu of ad valorem taxes. 
Property for charitable societies is exempted, and this list 
tends to increase over time. Business inventories for sale 
out of state are exempted by a freeport prevision. A 
Constitutional amendment enacted in 1979 exempts all business 
inventories, livestock .and household furnishings. The result 
of all.^ of these provisions is to narrow the tax base. 

-^ocauseof the rate limit, the reassessment lag, and 
.,the narrowing of the tax base due to exemptions and special 

treatment, real, per capita property tax revenues .actually 

'i 
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declined between 1970 and 1977. A study of fiscal conditions — 
of cities and counties in Nevada completed in 1978, found that 
these local governments were less dependent on the property 
tax in_ 197/ than in 1970. 

The reason for this trend is, that property taxes had 

relatively low population elasticities compared to expendi- 

# 

. . 43 
tures for cities and counties. The gap between property 

tax revenues and city and county expenditures was not closed 

by other local revenue sources, but by increasing Federal 

and State grants. What has happened is that State general 

fund revenues such as the gross revenue tax on gaming and the* 

general sales tax respond well to population growth and inflation 

Local governments and schools in particular are dependent on 

the relatively unresponsive property .tax. Conseqxaently, the 

State has been experiencing a healthy and growing surplus, 

which has not been the case for local governments. Instead, 

•local governments have found the demand for their services 

to be driven up by population growth, and their own revenue 

sources to be depreciated by inflation. Thus, they find 

themselves dependent on revenues from higher levels of government 

with more elastic tax bases. 

Property tax reduction heralded as property tax reform 

has become one of the most popular public issues in Nevada 

as well as around the nation in 1978* One of the concerns is 

that the property tax is levied on wealth which may not 

coincide with the flow of income of the taxpayer. While wealth - 
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.and- ihconiiB are iaeasures. of ability to pay taxes, it is income 

X ^ 

wlrteh measures tne inunedi'ate ability to pay taxes when due. 

Howev^,_Nevadans_have. steadfastly rejected"a tax on income. 

In a simpler, .less inflationary economy a tax on property 

was a reasonable measure of the ability to support government, 

as well as a reasonable indicator of benefits received from 

government* In an inflationairy economy property values rise 

which allow property tax liabilitiies to rise* This/- process 

falls hardeist on those who have accumulated non-income 

property^ e*g.^ owner-occupied residences^ but because of such' 

circumstances as age or health, find themselves on a fixed 

incbme* The combined effects of inflationary impacts on property 

values and fixed incomes has contributed to emotional campaigns 

to reduce the reliance on property taxes* 

.^There is a popular notion" that an across-the-board tax 
reduction on real property will simply be passed- on to the 
benefit of consumers, renters and homeowners* Economic theory 
and empirical research suggests a more complicated process* 
The best evidence demonstrates that a reduction in taxes on 
real property tends to increase the market price of the asset 
in the short rum for a windfall to the existing property 
owner. For example, the net ef fe'ct woul^ be an increase in 
the value of rental property as a reaction to the tax reduction 
with little if any net benefits to consumer'" or renters. 

Additional reasons were the existence and growth of the 
State surplus, an a t temp t~by-the people, to deal v;ith inflation, 
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and the *abxiity-to-i:ake advantage of neigKboring- California 
tax reduction campaign. One of the contributions to the State 
surplus is the method used to compute the State's share of the 
Nevada School Plan. The State Budget Office tends to be quite 
conservative in forecasting revenues for each biennium. They 
have consistently underestimated local revenues for schools 
including the mandatory 70 cent property tax and the one cent. 
Local School Support Tax on sales. .This underiestimation 
requires more to be budgeted for the School Distributive Fund 
than will be used to meet the minimum per pupil support level. . 
Therefore^ at the end of each year money reverts from the School 
Distributiv.e Fund to the General Fund which adds to the surplus. 
There is a tendency to be even more conservative in forecasting 
the revenues for the second^ year of the biennium than the 
first. School lobby groups have in recent years woh a concession 
from the Legislature to trigger more money into school support 
if State revenues rise more than the forecast. With- respect 
to California's experience, California does not represent a 
reliable model for Nevada. Nevada has had a gap on property, 
tax rates all along. Also, there is no income tax in Nevada 
which IS quite responsive to inflation and growth with which 
to rebuild the State surplus. Nevertheless, whatever the 
reasons for the tax movement the likely result will be ah 
increasing centralization of expenditures and programs, 
particularly for schools in Nevada. 
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Tax Reform and the Nevada Plan 

As noted above, the 1979 session of the Legislature passed 

ah alternative tax package to that of fired IrTOue'stion 6. — 

The Legislative package becomes effective immediately, and will 
self-destruct if -^Question 6 is finally passed. The effect of 
the total package will have substantial impact on the Nevada 
school finance plan adopted in 1967. First, the across-the-board 
tax rate reduction from $5.00 to $3.64 will take place in 
the following way. The State will give up its claim of 25 
cents for the general fund and 11 cents for the State Assistance 
for the Medically Indigent Fund. "The remaining $1.00 reduction 
will be effected by reducing the school district's levy o^ $1.50- 
per $100 of assessei value to 50 cents. The loss to the school 
districts will b? made up by the State. Remember, the school 
district had two* separate property tax levies; a 70 cent mandatory 
levy which counted as local revenue to substitute for State aid, 
and an 80 cent optional levy which could supplement local and 
State support. In other words, the greater the 70* cent revenues 
in' a particular district^, the less the State support, but the 
80 cent revenues had no effect on State support. Under the new 
plan the State will make up the entire loss of the 70 cent 
mandatory^rievy and 30 cent's of : the 80 cent levy. However, 
there is^a cap on, the. use of the 50 cents. While cities apd 
counties had a^'cap placed on spending, by the Legislature, the 
school districts fought for revenue cap instead. The revenue 
cap will be 8Q per cent, of the five year moving average -of the 
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Consumer Price Index and enrollment on the 50 cent optional tax. 

Hence, most districts will not be able to levy the entire 50 cents. 

It is in teres tinV~ko~not€rTfia City received 

$30 in 1979-80 for an extra low wealth allotment, it will only 

by able tp levy 37 cents of the optional 50 cents in that year due 

to' the revenue cap. The School Distributive Fund will not be 

included in the cap. Tables 9 and 10 depict the method the, 

Departjnent of Taxation proposes to administer the cap. 

The Legislature, however, protected its General Fund by 

enacting a trigger mechanism whiqh restrains State support if 

"relevant" State revenues do not increase at a prescribed rate. * 

The relevant taxes are the two cent sales tax and the tax on 

gross gaming revenue. If the combined increase in yield in 

these, taxes for 1980-81 is 10 to 12 per cent, the State will 

contribute from the General Fund to the School Distributive 

Fund the equivalent of the tota** 30 cent levy. (See Table 11) 

The combined property tax rate could not exceed $3764. If 

the combined increase is only 8 to 9 per cent, for example, 

the State will only contribute the equivalent of 20 cents, and 

the combined rate could rise to $3.77 by allowing a school 

district to levy an optior . rate of 67 cents rather t;han 50 cents. 

If there is a loss ot State funds due to this trigger provision, 

school districts can make up the shortfall from their optional 

tax if there is capacity within the rate limit. If there is no 

increase in relevant State revenues / the school rate can reach 
80 cents rather than 50 cents, and the maximum combined ra.te 
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SCHOOL DISTRICT LEVY LIMITATION * 



State will replace the mandatory 70 cent levy with money appro- 
^pria ted^tQ_the Dis tributive School F und> 

State will provide additional tax relief by replacing part of the 
optional 80 cent levy with money appropriated to the Distributive 
School Fund. ' _ 

Cap will apply to the amount of the optional 80 cent rate actually 
levied. The amount of the 80 cent rate replaced by the state 
will be unrestricted. 

Base Period is the average of three fiscal years. The three 
fiscal years for first year of the cap are 1975-76, 1976-77, and 
1977-78. Each ensuing year base period is calculated by dropping 
the oldest fiscal year and arlding the recent consecutive fiscal 
year. 

Base is the amount obtained by multiplying optional levy (this will 
be 80. cents per $100 or less) by the school district assessment 
for the base period (this will yield a 3-year average) . 

Base Enrollment is the enrollment for the base period (this will 
yield a 3-year average) . , . 

Measure of Enrollment Change is the index of change in enrollment 
in the current year from base enrollment. 

Measure of Inflation or Deflation is 80 per cent of the average 
annual percentage of inflatioji or deflation for the 60 months 
preceding the month of November preceding the year for which the 
permissible levy is being calculated. 



Source: Nevada Department of Education 
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Table 9 

COMPUTATION OF SCHOOL DISTRICT SPENFlNG^LIMlfATlONS" 



County: Carson City 
Person prepving form: 
Address: 



Date: 
Phone: 



I. ASSESSED VALUATION 



Line (A) 



1975- 76 

1976- 77 

1977- 7a 
TOTAL 

- 3 = 



$ 103,081,217 



$ 119,511,647 



$ 171,766,470 



(A) $ 394,359,334 

(B) $ 131,453,111.30 
(average assessed valuation) 



Line (B) X i005» (C)$ | 657,265.56 



BASE DOLMR AMOUNT 



II. PUPIL ENROLLMENT 



5,579 



5,603 ^ 



1975- 76 

1976- 77 

1977- 78 

TOTAL (D) 17,095 
h 3 « 



5,913 



Line (D) 
Current enrollment (F) 6,053 



(E) 5,698.33 

(base enrollment) 



Line (F) 6,053 - 4> Line (E)5,698.33 (g)1*06224 



(increa:se or 
decrease; 



III. CALCULATIONS 

1^ Line (C) $ 657.265.56 X Line (G) 1.06224 % = (H) $ 698.:^73>77 

(First mc 'ement) 

2) Line (H) $ 698,177.77 x 1^0749 (CPI) « (i) $ 750,466.98 

iSecond increment) 

3) ' Line (I) $ 750,466.98 ^ 26 l»357,258 = (j) $ "003727 

' 11978-1979 (Millage) 
aoHcssed valuation) 



4) Line (J) $- .003727' 



100 



« (K) $(373727. 



Line (K) IS TUB MAXIMUM TAX LEVY FOR FISCAL YEAR 1979-80 
(This may not exceed 50 cents) 

SOURCK: Nevada Department of Taxation 
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Table 10 



^..OlgmTATIQN ^"'^ firHnnL_0j5TRICT SPENDING LIMITATIONS 



County: Storey 



Person preparing form: 
Address : 



Date: 
Phone : 



ASSESSED VALUATION 



1975- 76 

1976- 77 

1977- 78 
TOTAL 

Line (A) ~ 3 

Line (B) x •005* 



8,044,211 



9,823,776 



(A) $^ 

(B) $ 9,344,380 



10,165,152 



28,023,139 



(average assessed valuation) 



(C)$ 



46,722 



BASE DOLLAR AMOUNT 



II. PUPIL ENROLLMENT 



1975^76 

1976- 77 

1977- 78- 
TOTAL 

Line (D) — 3 « 



141 



155 



153 



(D). 
(E) 



454 



151>33 

(base enrollment) 



Current enrollment (?) 
Line (F) 187 



187 



f Line (E) 151>33 



III. CALCULATIONS 

1) Line (C) $ 46,722 x Line (G) 1.236 



(G) - 1>236 % 
(incr ease or^ 
decrease) 



.% = (H) $ 57.748 

(First increment) 



2) Line (H) $ 57.748 X 1>0748(CPI) = (D $ 62,068 



(Second increment) 



3) Line (I) $ 62,068 — 13,652,029 « (J) $ .004546 

. / ri578-1979 (Mill^.gc} 
assessed valuation) 



4) > Line (J) $ .004546 



100 



Line (K) IS THE MAXIMUM TAX LEVY FOR FISCAL YEAR 1979-80 
(Thia me*y not exceed 50 cents) 

SOURCE: Nevada Department of Taxation 
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Table 11 

0 

CXDMPUTATION OF STATE OFFSET OF OPTIONAL 30 CENT LEVY ^ 



Growth in Relevant State Taxes 


State's Contribution 
to Offset Loss of 
Optimal 30 Cent Levy 


School Levy 
(Cents per $100) 


Maximum Combined 1 
Rate 


Bjual to or 


But lei s than 








greater them 


















2 


per 


cent 


.0000 


$0.80 


!> $3.94 


2 per 


cent 


3 


per 


cent 


.0001 


.79 


3.93 


3 per 


cent 


4 


per 


cent 


.0004 


.76 


3.90 


4 per 


cent 


5 


per 


cent 


.0007 


.73 


3.87 


5 per 


cent 


6 


per 


cent 


.0010 


.70 


3.84 


6 per 


cent 


7 


per 


cent 


.0013 


.57 


3.81 


7 "["it 


cent 


8 


per 


cent 


.0017 


.63 


3.77 


8 per 


cent 


9 


per 


cent 


. .0020 


.60 


3.74 


9 per 


cent 


10 


per 


cent 


.0023 ■ 


.57 


3.71 


10 per 


cent 


12 


per 


cent 


.0030 


50 


3.64 


12 per 


cent 


13 


per 


cent 


.0032 




3.62 


13 per 


cent 


. 14 


per 


cent 


.0035 


- .5 


3.59 


14 per 


cent 


15 


per 


cent 


.0038 


.42 


3.56 


15 per 


cent 


16 


per 


cent 


.0042 


.38 


3.52 


16 per 


cent 


17 


per 


cent. 


.0045 


.35 


3.49 


17 per 


cent 








.0048 


.32 


3.46 



(a) Relevant taxes are the two cent sales tax and gross gaming revenue 
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can reach 'j$3.94 rather tiMxx $3.64 per $100 of assessed value. 
With normal economic conditions the actual rate vill be. below 
$3*64 because of the spending ^nd revenue caps. 

The effects of the 1979 tax package will be to increaia 
_thC_prpmrtipn. of_Sta^ of schools, but with 

little, if any, real impact on equalization of support per 
pupil. Th4;S,tate will fund the loss of the mandatory 70 cent 
levy from the Local School Support Tax minus the tax on food. 
This will still be the lofcal resources the State will equalize. 
In addition, the State will make up for the loss of 30 cents 
of t ie oj^tional property tax, and^ allow the districts, to- levy 
the remaining 50 cents within the revenue cap. But all of this 
increased Sta ;e aid is returned on the basis of local assessed 
value or taxable sales. Moreover, the funding o~f the;3'5 cents 
of tl^N^pti'oi^il tax will direct more State aid to wealthy y 
districts. The only move to reduce inequality will. be brought 
about by the revenue cap. Theef feet cf the cpp is to level 
down rather than to leve] up. 
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CONCLUDING OBSERVATIONS 

In this paper we have described the evolution of the State's 
role in local school finance along with^^a critique of the Nevada 
?lan. The State has developed a system to minimize wealth- 
-related^ expenditure disparities among districts, and to provide 
for special program needs through a formula apportionment. 
Because of the disparate demographic characteristics of Nevada # 
it is difficult to construct a formula which will distribute 

0 

funds to meet ai-l of the objectives stated in the Plan. One 
of the* main premises of this study is that the tax reform move- 
ment must be 5 made consistent with the aims of the IJevada Plan. 
The fol'iiowing are some of the specific areas where, we believe 
,the formula does not meet its" objectives. 

'Firstf there has not been an adequate case made foy the 

V 

^ "urban f^t:tor" which makes extra allotments of teachers to the 
largest schools. Secondary schools of enrollments of 3,200 
are allowed a student-teacher ratio "of 22 to 1, whereas a school 
of, more than 3,200 operates at a 21 to 1 ratio. Is this because 
large schools are less efficient than medium-sized schools'; or 

are* there special program needs of the largest schools? The 

> 

rationale should be stated and supported with research. A 
related cdncern is the allocation of more non-teaching certified 
positions per pupil as enrollment increases. « 
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;f^c6na|:^ the problem 

t^^^^^ Plan does make extra allocations 

?Peqif|i?M Units for. the. handicapped. One of 

the issu^B-^^ makes this pr6vision..diff icult to evaluate is 
• ^t|iat -son*^^ isducatiph of fi^^^^ believe that the urban factor . 
'is 'designed ta a minority populations. 

Be;tter 'dpciwe is. needed to support this contention. 

fhirdV the special low^wealth allocation factor does not 
V^prki- The pbjec.tiye^f^ apportionment for low 

■ weal€h_is to .ensure that each distfipt win. have total resources 
•per puprl of what they' would have if all 

x^sbv^^'s" 's.'ta^eWl^e;. -wgre. api*8rtioned"a-8 Equalized Basic Support 
. -^s _4pRor.ti;bnesa-; When ^he formula is afpplied forfthis factor such 
wea;itliy distr (Las Vegas) would receive' an 

^^^^ apportionment'. The. problem is probably caused by applying 
\a l.ormuia to. a statewide systeni .of only seventeen districts. 
Stateijride averages Will be dominaLted by Clark and Washoe which 
<j^haye 80- per cefff of, the pupils. * Rather than rigidly apply,, the 
forraula> the superintendents have wisely negotiated the low 
wealth appoftionments.- The recognition of a need for extra 
iow wealth apportionment suggests that Basic Equalized Support 
' is" not meeting the objective. Rather than to continue to nego- 
tiate the low wealth apportionments, we recommend that the basic- 
formula be redesigned. This, could be accomplished "by including 
more of the local resources within equalized support. For 
instance^ 53 per cent of the property tax revenues are not 
equalized in the Plan. 
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Fbiiv.th, t|i« ::^x fi^fpfiii pf 1979 will have a niijor impact 
on the re.la^ve^ the State and local districts. 

. in fi-riancing; education., the local property tax for school support 
Ki-ll be- reduced from $1.50 per $100 of assesoed value to a 
maximum of 50 cents. The shortfall will be made up by the State 
from non-property tax revenues. Unfortunately^ the same 
proportion of revenixes will be equalized even though more will 
come from statewide resources.^ The consequence will be that the 
State vfill direct an equivalent of 30 cents per $100 of assessed 
value on the basis of assessed value. Thus^ a wealthy district ' 
will receive more State aid than a poor district. We recommend 
tijat consideration be given to including the entire $1.00 
shortfall within Equalized Basic Support rather than continuing 
to include the equivalent of 70 cents within the formula.^ This 
action, would bring at least two-thirds of revenues based on 
assessed Vialue within Equalized Basic Support as compared ^to only 
47 per cent now. We say at least "two-thirds" because the revenue 
cap^ which win limit the local property tax rate ^ will reduce 
the optional tax rate l>elow 50 cents in most cases. 

Finally^ the question of intra-district equalization is an 
important one in Nevada with seventeen county-wide districts. 
Because of the lack of data we have not investigated this issue. 
The issue of the appropriate balance between local and State 
adminis'tration will be increasingly important as. the State 
increases its share of school finances* Local districts will 
nped to convince the electorate that the objectives of the Nevada 
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Plan are being met within the district as well as among districts « 
We have no evidence that this is not the case, but the data should 
be routinely gfenerated. 
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the sharp increases in assessments due to infrequent reassess- 
ments^. There have been proppsals that the State should require 
annually adjusted assessments. For residential property this 
would' be done with computer assisted techniques, which would 
free up staff to work on non-residential property. See 
Rbnald ShahCr e.t, al, "Reai Property Taxation in Nevada: 
Current Legislation and Annual Assessment," Nevada Review of . 
Business an^ ^Economics (Winter, 1978-79),. pp. zii, ju, 



28A 



42 



Glen W. Atkinson, et. al. "Nevada Local Government Finance 
Study.: Pinal Report," (Carson City: Legislative Counsel 
Bureau, Dece?nber, 1978), p. 33. ~ 



43 



Ibid., Pi 106. Population. elasticity, is the ratio of the 
* percentage change in revenue to the percentage change in 
Pppxilatipv i For examjple, aissume ah estimate of population 
elasticity of property tax revenues equal to 0.80., This 
es.tiiMte ina.icateis that aVdhe per cent increase in total 
expenditures will, b^^ 0. BO per cent increase 

in property tax revenues^ a . two, i)er cent Ihcrease in popu- 
lation; will be associated with a 1.60 per cent increase in 
property tax revenues. 
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CORRELATIONS ON POOLED DATA 

1) Actual expenditures per pupil by district. 

2) Actual State Distributive Fund expenditures 
per pupil by district. 

" 3) Per capita income by district. 

4) Per pupil assessed value by district. 



5 years (1973019^7) X 17 districts = 85 observations 

Correlations were: 

{ly . (2) (3) 

(2) . +.398 

(3) -.265 -.383 

(4) +.866 -.015 -.196 
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APPENDXX..XX 



tXPEWOitURES, OISTRIBOTIVE TOND, PEil CAPITA INCOME 
AMD ASSESSED VALUES BY COUKTY; 197.^-74 to X977-78 



COUNW 



EXPENDITURE 
PER PUPIL 



DISTRIBUTIVE FUND 
PER PUPIL . 



PER CAPITA ASSESSED VALUE 



CAR^N cm 

1973- .74 

1974- 75 

1975rr7« 

mm 

CHURCHILL 

1973- 74 

1974- 75 
:i975-76 
1976t77 
I977-7> 
CLARK 
197.3-74 
1974-75 

m 

mm 

1974-75 ' 
- 1975-76 

1976- 77 

1977- 78 

ELXb 
19y3-74 

1974- 75 * 

1975- 76 

1976- 77 

1977- 71 

ESMERALDA 

1973- 74 

1974- 75 

1975- 76 

1976- 77 

1977- 78 

EUREKA 

1973- 74 

1974- 75 

1975- 76 

1976- 77 
19:.l7-78 

HUMBOLDT 

1973- 74 

1974- 75 

1975- 76 

1976- 77 

1977- 78 



1,046 
1,021 
1,243 
1,257 
1,365 

1,064 
1,163 
' 1,424 
1,424 

1,55? 

1,102 
l,t)66 
1,385 

i:m 

1,027 
1,147 
1,460 
1,397 
1,574 

1,258 
1,295 
1,619 
\1,611 
1,811 

2,349 
2,605 
2,817 
2^946 
3,507 

2,471 
2,212 

3,lf3 
3,802 

1,304 
1,201 
1,673 
1,567 
1,808 



556 
517^ 
642* 
639 

• 670 

570 
582 
675 
709 

438 
439 
548 

m 

169 
199 
267 
333 
246 

432 . 

477 

543 

566 

704 

1,075 
1,195 
1,213 
983 
1,071 

325 
251 
311 
167 
597 

506 
497 

629 
616 
738 



INCOME 


PER PUPIL 


5,178 
5,487 
5,851 
6,421 
7,036 


13,075 
14,643 
16,144 
18,398 
20,212 


5,035 
5,368 
5^392 
5,814 

i5#P57 


13,157 
15,259 
17,022 
17,869 
19,404 


5,399 
5,845 
6,350 


17,618 
19,310 
21,128 

mil 


6,852 
7,347 
7,618 

ft 091 

8,753 


35,151 
39*679 
43,405 

4 ^ J a 1 
4 J, 491. 

53,210 


5,453 
5,633 
5,880 
6,334 
7,142 


27,528 
32,433 
37,827 
41,364 
. 42,211 


3,608 
3,787 
4,536 
5,061 
5,411 


95,904 
85,986 
92,409 
108,597 
111,178 


3,939 
3,759 
4,046 
4,791 
5,784 


89,371 
r 94,956. 
111,647 
193,390 
170,043 


4,707 
5,092 
5,531 
5,928 
6,122 


23,580 
25^522 
.30,920 
34,505 
• 37,939 



* 
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227 





EXPENDITURE 
PER PUPIL 


DISTRIBUTIVE FUND 
PER PUPIL 


PER CAPITA 
INCOME 


ASSESSED VALUE 
PER PUPIL 










A * 


/ J" / % 


' 1,^270 


435 


4,796 


29,647 




1.184 


379 


5,376 


29t,560 


1975-76 


1,507 


S57 


5,664 


30,420 


1976-77 


1,514 


635 


5,737 


30,127' 


1977-78 


1,8*48 


731 


5,954 


35,722' 












1 07^w7 J 
19 /J— / 4 


X, 44 m 


1 093 




17.091 


Iy74-7D 


X, 00<lt 


X,U9«I 


i .197 

^ , X7 f 


18 il2 
xo , ^x* 


1975-76 


1,832 


1,115 


' 4,673 


20,873 


' 1976-77 


2,018 


1,187' 


/4,816. 


25,119 


1977-78 




1,270^ 


5,497 


25,521 


LYON ' 










1973-74 


1,262 > 


555 


4 ,lJO 


^A <90^ 

24 ,2o7 


1974-75 


1,188 


530 


A A^C 

4 ,4 JO 


2o ,957 


1975-76 


1, 527 


686 


5,189 


31,115 , 


,:1976-7X 


1,415 


685^ 


5;540- 


29,221 


1977-78 ' 


1,-614 


826 


5,858 


31,140 




- 








1 tt7^^^ J 


1,175 


o24 


4 ,0 J / 


* XU,UJ9 




1, J4o 


7n7 




1 9 190 


1975-76 


1,417 


762 


5,299 


13,780 


1976-77 


1,547 


763- 


5,745 


15,957 


1977-78 


1,779 


" 956 


6,341 


, 17,511 












1071*7i 


1 191 
X, 4«X 




4. SS7 


35.997 




1 >573 

X , w / <J 




4,670 


36,323 


1975-76 


17715 


795 . 


4,971 


. 41,719- 


1976-77 


1,851 


816 


5,260. 


' 45,926 


1977-78 


2,178 


956 


5,646 


55,336 


PERSHING 










1973-74 


1.213 


340 


' 6,157 


40,344 


1974-75 * 


1,223 


379 


6,532 


40,800 


1975-76 


' 1,423 


^ . 513 


. 6,604 


13,708 


1976-77 


1,546 


508 


6,689 


50,552 


1977-78 


1,692 


570 


6,529 


53,130 . 


STOREY 










1973-74 


l,r43 


565 


* 4,477 


54,803 


. 1974-75 


1,400 


784 


4,650 


48,608 


1975-76 


1,642 


828 


•4,900 


55,378 


1976-77 


1,844 


920 


4,996 


51,898 


1977-78 


2,209 


1,037 


5,387 


62,176^ 


WASHOE 


1,108 


337 


6,175 


23,231 




X,067 ' 

im 


6,608 


26,222 




lil 


I'Ml 


IVM 


1977-78 


1,503 


447 


9,007 


.35,172 


WHXTfe PINS 










1973-74 


1.233 


527 


4,596 


20,900 


1^74*"75 


1,192 


550 


4,971 


22,260 


1975-76 • * 




740 


5,312 


19,811 


1976-77 


1,472 


723 ' 


5,208 


22,271 


1977-78 


l,i^68 


840 


6,105 


25,080 
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APPE31DXX XXX 
* HOWCSHKlTft ON NEVADA PLAH FOR rf 77-78 



oooiinr 


Pttll irtd. 


KUN. 


stc. 


-80B 


tPIC. 
SD. 


TOTAL 

kwioix. 


a976r77 

Wto. ' 


•A8ZC 

mrpciiT 

(MAR. 


GUMUUITUO 
,8A8ZC ' 


srac* 
to 

leiixi 




TOTAL 
BA8ZC 






223.2 


2.471 


•2.927 


5.621.^ 




5.913.: 


5.603.2 


A. 026 


1 6,066,943 


23 


$ 404,860 


1 6,471.743 


'CwmcMXU* 


X7i 


105 








161 


2.748 


2; 717 


r.02s 


2,811.575 


. 11 


193.600 


9 MAC ' 1 * 

J,005#17S 




S»S26 


13,315*6 




. 77 J 




'4»107 


C-4) 
82.119.6 


80,646.2 


1#022 


83.926.231 




6.124.800 


90,051,031 


DOUGLAS 


iS4 


92*4 


li 747 


T.063 


2.902.4 


m 


(-36) 
' 2.995.4 


2i720 


1.020 


3,055,308 


li 


193,600 


3,248,908 . . 




233 


139.8 


lr670 


1.64J 


3.451.1 


* 147 


(-32.2) 
3.566.6 


is.649.6 


1.105 


4,032,808 


17 


299.200 


4,332,008. 




13 


7.8 


86 




. 93«l 


20 


(♦1). 
114.« 


121. J 1.954 


237.216 


I 


27,378 


264,594 




^"^^^77 


4.2 


• 80' 


1lS 


W9.a 


9! 178.2 


201. 1.763 


354,716 


2 


4 35,200 


389;9i6 ^ 


'MtfttOtOT. 


9X 


54.6 


725 


746 


1.525.C 


108 


(-9.2) 
1.624.4 


1.685.J 1.152 


1.941.581 




140.000 


2.082.381 ' 


tANDCR 


60 


36 


433 


347 


816 


32 


848 


863 


1.087 938.081 


4- 


70,400 


1,008,481 . 




62 


37.2 


438 


369 


844. a 


1 

9 1 853.2 


767.3 


i 

1.461 r i» 246. 525 


5 


88,000 


1,334,525 




lU 


104.4 


1.069 


1.071 


2.244.4 


107 


2.351.4 


2.364.^ 1.087 


2,570.320 


r-4/* 
11 


183,822 


2,754.142/ 




89 


53.4 


649 


606 


1.308.4 


! C+3) , 
50' 1.361.4 


1.417.4* 1.044 


1.479.766 


6 


105.600* 


1.585.366 ^ 


MYB 


59 


35.4 


592 


— ^7M 


- It365:4 


- '72 1- 1,43774 


1 

1,358.8 1.378 


2^020^351 


8 


140,600 


2.161.151- 




' 48 


28.8 


32^ 


3n 


622.1 


24* 686.6 


682.6 1.039 


713.585 


3 


5?.800i 766.365 r 




9 


5.4 


78 


7: 


156.4 


2 158.4 


155 .\.654 


^ 261.994 


■ * . ' \ 
1 1 17.600 279.594 . 


NASHOC 


1«84I 


ia04.6 


11.813 


17.281 


30.198.6 


! (-16) 
998 31.180.1 


1 

30.868.8 1.007 


31.396.864 


132 


2,323,200 1 33,722,064 


MKZTB FZNI 


141 


84.6 


796 


941 


1.821.6 


U?j 


(♦11) 


2^921.2 


ia4i 








2.377.189 


TOTALS 


9,0S4 


5,432.4 


59.285 


69.113 


133429.4 


6.330I 


(-82.4) 
140.077 


137^745.8 


U034.84 


145.274.653 


'600 


Sia560.000 


S155.834.653 



tfPPPIX m (Obntljr>u>d ) 





JVMJOATXOMi 


X .007 


K SCHOOL 
SUPPORT 
TAX 


TOTAL 
LOCAL f\MM 
AVAILABLE 


TOTAL 4TATK 
SUFPOXr POA 
rOUA QUAKTEAS 


MOUNT PABVZ004LY 
PAID POA 1977-74 


ANOMVT Om fOA 
FY 77-74 " 




llt.Ul.447 


434. S42 


1.691.515 


2,524,097 


$ 3,943.646 


3.955.747 


$ (12.101) * 




5i.37«.773 


3T3.654 


443.441 


- 437.299 


2,167.476 


2.164.467 


3.009 




X,»t2, 244,725 


13.475,713 


24.732,035 


38,607,744 


51#443,243 


51.246.670 


196,413 




lSf.34S.76t 


1.115.S60 


1.397,663 


2.513.223 


735.685 


422.354 


(44.673> 




^ lS3.32t.344 


1.073.305 


429,906 


1,903.211 


2,428,797 


2.430.410 


i 2.013) 




14.333.343 


124.333 


13,090 


141.4^3 


123.171 


-115.122 


4.049 




vim wui 


3t.lS4.174 


267.079 


.24,074 


291,157 


98.759 


104.404 * 


( 5.649) 




42»427*3U 


439.791' 


444,796 


484,587 


1,197,794 


1.196.414- ' 


1.340 






3S.262.79t 


246.439 


142,125 


384,964 


619.517 


629.735 


(10.214) 




1^ 21.697.422 


151.442 


102,773 


254.655 


1,079.870 


1,085,245 


< 5,375) 




ucm 


V3. 242.434 


512^697. 


330,742 


843; 479 


1,910,663 


1.895,491 


15.142 




23,t32«37S 


167.527 


162,970 


330,497 


1,254,869 


1.259,302 


(4.433) 




as. 631. 361 


599.420 


147,363 


786,783 


1,374.368 


1.330,794 


43.574 


^ MMMXIIG 


36.979. 6S9 


258,858 


115,048 


373jM6 


392,479 


391,347 


1.132 




9.a39.84S 


64.879 


46,9lis 


115.795 


163,799 


164.611 ^ 


( 812> 




1.096.t68.94S 


7.678.043 


12.286,439 


1<^.964;922 


13,757.142 


13.825.020 


(67.874) 


\ ^ 
\ 


IMZtl PINE 


49,111#827 


343,783 


399,007 


742,790 


" 1,634,399 


1«623,169 


11,230 


\ ^ 




4.019^712,715 


28,137.989 


43,470,547 


71,508,536 


$84,326,117 


84,241,100 


$ 280,169 




TEACHER ALLOTMENT TABLES, RELATED ALLOCATIOHS/ AND VALUES 
"' % 

Teacher Units for Elementary Pupils , 



Enrollment 


numoer Oi. xeowners 


Pupil/Teacher 


From 


- - To 




Extremes 




12 


1 






lo 


— Z / 


0 0 


6.5 


13.5 


28 


44 


«j 


9.3 


14.9 


45 


- - 66 


, 4 


11.2 


16.5 


67 


90 


5 


• 13.2 


18 


91 


120 


6 


15 


. 20 


121 


152 


7 


17.2 


22 


153 


192 


8 


19 ' 


24 


193 


- 4,800 


divide by 26, but 


21.5 


26 






not less than 9 






4,801 


- 14,400 


divide by 25 




25 


14,401 or 


more 


^divide by 24 




24 



Teacher Units for Secondary Pupils 





Enrollment 




Number of Teachers 


Pupil/Teacher 


Prom 


To 






Extremes 


Hot 


more than 45 




£- 




, 9 


46 




54 




6 ■ 


7.6 • 


9 


55 




- ^77 




7 


7.9 


11 


78 




104 




8 


9.8 . 


13 


105 




135 




9f 


11.7 


15 


136 




170 




10 


13.6 


17 


171 




209 




11 


15.5 


19 


210 




252 




12 


17.5 


21 


253 




- 3,200 




divide by 22, but 














not less than 12 




22 


^3,201 


or 


more - 




divide by 21 




21 



II • Special Education Program Units - 

For 1979-80^ one for every 9 teacher allocations 
For 1980-81^ one for every 8*6 teacher allocations 

III* Other Certified Staff Allocations - 

For districts of less thw.a 600 enrollment ^ one for every 5 

teacher allocations 
For districts of 600-1200 enrollment^ one for every 4 

teacher allocations 
For- districts of . more than 1200 enrollment/ one for every 3 _ 

teacher allocations ^ 

Source: Nevada Department of Education ^ "Nevada Plan fcr Support of 
Public Education" 29" - 
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APPENDIX ZV (Continued) ' 




• 




f 




tst nonth 


'§U11^**IT..VAUU1 TKAUIRt AND.OnmR CUUTIMCAU:?! UVfl,OYI;T; Al.?.(mt|iNTS AND IWI 
ymi f-NHOMA'CVTS; SUPPORT VALUHS PUR pllPfi;; UATIOS OH SUPPOI(T VAUUiS , 








IV77.7a 




















iHstricU {Total 

:f:nrolliii«nt 


Total Tchn 
f« otiier Cert. 
t*nilL*>Mlot. 


It J ,900 X 
Al totmciits 


nicii.rinron. 


1190 X 
Stconitary 
tinroil* 


Tilt a I 
SMtifHirt 
Value • 


Total 
V«»!tic 
Per Ponil 


Ratio to 
lA^west 
P/P Value 


Ratio to 
WcJ.Statr 
Value P/P 




Canon dtv j 5,fiJ.2 


3J2 


" '1 
$ ^,950,^00 


|>* 392, 3$7 


$ 575,320 


$ <92$,$d7 


$$32 


2.0246 


.9596 




OMII€hill - 2,74J 


iS4 


2,$2/,60O 


\ 

2$4,6$$ 


263,250 


2, 2 $0^3^$ 


' $32 


2.0224 


.95$4 " 




OtTk 




4,$)S 


S7,S36,S00 


5,5$2,33$ 


7,$0^,$70 


70,922,70$^ 


$64 


2.0536 


.996S / 


V 


DOUflAS 


2,99S.4 


272 


2,034,900 


299,342 


292,030 


1 525,272 


$43 


^jO2fi0^^ 


.9723 • 


y 




229 


2,72S,200 


254,266 


322,430 


X362,796 


92A 


1.2292 


2.06$6^ /■ 


s- 




224.$ 


22 


230,900 


25,477 


290 


24f.,%67 


2,277 


2.5S73 


2.472$ 




Btreka 


17$. 2 


2$ 


' 224,200 


22,675 


' 26,150 


243,025 


2,3:>4 


2.66U 


J*57J2. 




Haitoldt - 


2,624.4 


206 


1,262,400 


222,342 ' 


250^,290 


2,52^032 


939 


2.2452 


U0$30 


^ Lander • 


* $4M 


51 


606, 'jOu 


t7,406 


itC,$$0 


7^1236 


674 


2.065$ 1 2.0090 




Lincoln 


_ .SSI 


C7 


797, JOO 


65,$$2 


70,220 


933,262 


2,094 




2.0203'^ 




Lyon 


2,3S2.4 


242 


2,677,900 


to0,$2$ 


^I5j0i0 




$76^^ 


2.0fi$2 




Mineral. ' 


J,H2.4 


SO 


9S2,00U 


200,0t4 * 


' 22$,940 


2,270,054 




2.0487 


, ^.j 






2,437.4 


20$ 


2,2$f^02OO 


; 93,07H 


243,070 


2,522,34$ 


2,ns$ 


J.2*J02 


s :.2202 






6$6.B 


' 3$ 


452,200 


4'), CI 1 


62,2$0 


562,993 




'^i.OOO^ * 


.*J45f^^ 




Stoittx - 


3S$.4 


25 


27 $,500 


^ 21,624 


23, $70 


202,9$4 


'2,2$i 


' 2.5707 






li^shoe_ 


32,2,$0.^ 


2, .124 


22,5$6,60O 


2,237,729 


2,037,7$0 


26,667,209 


$55 


'2.0426 


19861^ 




Miite Pine. * ! 


2,944.6 


222 


2,^52,H00 


232,420 


2$4,490 


2,769,700 


904 


2.202r 


2.0426^ 


• 


Sttte Totals 1 I40^o77 


$,292 


$9$, 674, 800 


$9,577,22$ 


$23,234,930 


$222,4P»\74$ 


$ $67 


2.0S$5 


2.000 



tc5s non-residents transferred in 

]i!ms residents transferred out » 



Sourcax Navada Dapartment of Education 





thriUmni 



Cltftnliry 
Allotii«iit 



Sfconifory: 
AllotflNMir 



Ttaichtr 
Af locmehu 



Othir 
AllotMeiitf 



Tout 

Cfliplqytt/ 

AUotMtnU 



Aytr«9«, . 
Cfirotlftnt 
ptr TeMhir 
AllotMtntft 



Av«r«9« 

other C«ft< 

AttOtMfttS 



AvtrigtT^^^^^^^ 
CnrolliMnt p«f 
ToUl Ttachcr %:^| 
i:OtK(if:€trt* 
giKplov,. Al lot, y-- ^-" 



Jliii 



3J2 



23.78 



7li32 



27»3' 



52:2 



US:2 



1S3;€ 



2341 



17:81 



\7M 



tlMk 



3*25l7 



;t208;6 



li83«.;J 



2?.65 



67.94 



I7;34i 



170>l 



23:7S 



7h3l 



17*81 



3S99^ 



8s;r 



l7IVSn 



S7ir 



228v7 



20;S8 



62^91 



11^ 



1.8. 



^I0;8: 



ma 



«;33 



IS;73 



10;55 



178^ 



^ J5 



S3>33v 



9:88 



3y/4. 



79 



26 .J 



20^68: 



62*12 



:848: 



S0i6 



20.93% 



83.96 



16.75 



J853! 



2iL 



S3 



66^.3 



16.09 



6^il3 



12.86 



23S^ 



' SSi8 



105^7 



:3SV2- 



U0;9 



22^2<i 



66;78 



^1358. 



28.S 



$9.6 



19.9 



.79.5 



22;78 



68.2li> 



I6V68 



17^08, 



1»37 



80 



.26.8, 



I07i2 



.17.87 



53;6I 



]687: 



>S:7 



t<.6 



30.3i- 



;7i6: 



37.9 



22.67 



.90.39 



.18.12 



?Stoftyv 



(58^: 



I2> 



13.16 



65.83 



31192 



627;6 



732.9 



I360;5' 



^^53;5 



i8rt 



.22.91 



68.79 



10.97 



17.19 



^I93»^ 



30;5. 



121.9 



21; 15. 



15.86 



#$t^t» iToi^^ii-i^lAiOl 59 ^ 



2896.2^ 



3328^8 



62251 



2060 ' 



8285.? 



22.51 



68.03 



16.91 



;?;Sourw 'Nevada;:Dep^ of Education ^ 



• ••^.11 



in'.. • . • 



U A OfP ARTMiMr or iOUCA 



r^ ^ ^^it*^ . • • NATIONAL INSTITUTC OF EDUCATION K 

fr : ; educational resources information K 

^ . ^" , CENTER'IERIC) ' 

" ' > , ' ^ «y Thb document has b«en reproduead at 'IJ 

jj^' > . » rocehfed from the person or organuation * 

If ^ TAXPAYER EQUITY IN THE FINANCING OF PUBLIC SCHOOLS onginafog .t. 

ri"/, -J. ' ' , ^ ^'"Of c^nflw have been made to tmprove 

-^5^ ' ' ^ ' ^ reproduction qualrty. 

U^'^ by J. Richard ^Aronson and John L* Billey* • Point, of v«wnr«~ — ^. 

. l!???*^" * '^*'"»^* 0' view or opinions stated in this docg* 

do not necessanfy represent official NIE 
" J * ^ position or polfcy. 

INTRODUCTION - 

* > • 

Recent atudlea in the area of school finance have concentrated 
attention on the problems associated with achieving a condition often 
referred to as categorical or expenditure equity.^ Independent school 
districted » If left to themselves, can be expected to supply differing 
mounts of education* • To the extent. that these differences reflect 
the varying tastes and preferences of the residents of the various 
school districts, they can t>e toleratedo However, when differences In 
expenditure per student among school districts are caused by differences 
In districts* fiscal capacity. Inequity Is said to exist. It is now 
generally believed that variations in expenditure per student among the 
school districts of a given state should be wealth neutral and to achieve 
this goal state funding schemes such as DPE (district power equalizing) have 
'been suggested^ 

The attempt to achieve expenditure equity has been pursued because 

of society *s concern for the well-being of its children. It has, however, 

had the effect o£ diverting attention away from another group also worthy 

of equitable treatment: the taxpayers • 

^u^ ■ - 

^Professor of Economics, Lehigh University, and Assistant Professor of 
f^'^ Economics, Lehigh University. 

'v- ^ See, for instance, Coons,>^Clune, Sugarman, Private Wealth^ and Public 



-A Education ; and M. Feldstein,y*'Wealth Neutrality and Local Choice in Public 
'Q *' Education," American Economic Review ^ March 1975. 



sTradltlonallyy taxpayer equity takes as its guiding principle "the 
^luil-trf atsent /of equals/' One . popular appllcitlon of this principle 
of "hbrlsdntai equity Is that taxpayers with the same fiscal ability should 
pay the sane amount of taxes to support the public sector. Another 
and perhaps more sophisticated statement Is that jbaxpayers with the same 
ability Should; bear the same fiscal pressure. That Is, the. difference 
between benefits recelved^and taxes paid should be the same for taxpayers 
with equivalent fiscal cfipaclty. ' 

Unforttmately, the guiding principle for tax treatment among non- 
equals is not so precise* The general notion of "unequal treatment of 
tfliequals" leaves the door open for an infinite variety of value judgments 
about how individuals with unequal fiscal ability should be treated. 
Equity principles concerned with tax rates, fiscal pressure and utility 
sacrifice have all been argued for in various numerical forms. ^ 

The goal of this paper is to determine whether certain school fund- 
ing systems are capable of fulfilling well defined criteria for the 
treatment of taxpayers. We introduce, alternative concepts of vertical 
equity concerned with the tax treatment of residents in school districts 
oi different wealth. We then determine both theoretically and empirically 



AbiUty-to-pay can be measured in alternative ways. Income, wealth 
or a combination of the two are the most common measures. 

3 

J.M. Buchanan, "Federalism and Fiscal Equity," American Economic 
Review , September 1950. 

4 

See MUsgrave and Musgrave, Public Finance in Theory and Practice > 
McGraw-Hill, New York, 1976, Ch's. 4 and 9. . 
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thtt equity ittpUcatioM of various school funding scheaes. In what 
.follovst -va shall : 

• Define and describe alternative expenditure and taxpayer 
equity concepts 4 

• Describe state funding schemes that are offered as tech- 
niques for achieving wealth neutrality in the provision 

^^^^^9^* We shiU^l cxplo^^ the conditions under which 
certalnvfbrms of b^ expexuitlture and takpay equity ^ire 
attainable* . The t^m schanei; to be analyzed are DPE (dis- 
V trlct pw^r equallxingy ahd ^the wealth neutral system of 

Hartin Feldstein (WNS) . \ 

- - Present empirically bM^ simulations of the taxpayer 
burdens tlMt would exis^ districts In 

Pexmsyivaaia wider alternative school ftmdlng- systems. 

' • We win also p^rp^^^^ 

district property mix (i.e > , the relative shares of 
reiidehtlal and nont^sidehtial property within a district) 
afifects local tax rates. 
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Zfi thiti Mctlpn the cbnctpti of; txpin^^ equity » taxpayer 
equity md iil^t be e|dled/eff^^ equity are defined* Our objecr 
tlve'la to find out which of these equity criteria are satisfied by 
the various state fimdii^ 

Expenditure Equity > 

Expenditure equity is* defined as a condition under which districts 
which are Identical in all respects other ihan wealth actually spend the 
suie mo per student.. This concept olt" equity does not require'^that 
all districts spend the same amount per Student, districts with a strong 
preference for education are free to spend more However, the. attain* 
menn of expenditure equity implies the elimination of wealth (or ability- ^ 
'to-pay) as a factor affecting the level of expenditure per student. 

Taxpayer Equity * 

J Taxpayer equity refers to a condition under which districts irtth 
the same preference for education but different levels of wealth tax 
their residents at the same tax rate. The local tax rate is determined 
by relating the level of educational expenditures to the district's tax 
base.^. As will be seen, the level of expenditure per^student under- 
taken by districts in response to a particular state subsidy scheme is 
a crucial factor in determining whether or not taxpayer equity can be 
attained. 

^The term "preferences" has a precise meaning in economic theory. Tech- 
nically speaking, districts have the same preferences if their community in- 
difference maps are identical. For a detailed examination of the concept of 
preferences see, for instance, R.H. Leftwich, The Price System and Resource 
Allocation (Holt, Rhinehold & Winston, 1976), Chs. 5,6. 

6 * * » ^» 

The local tax base is the equalized oroperty value of the district. 
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Effort Equity t 

.Effort eiqulty is a condition, under vhlch expenditure per student 
per IX of tax rati; li. Independent of school district wealth. Effort 
equity does not require that districts either spend the same amount 
pter student or* tax at the same*rate. It tnerely requires that IZ of local 
tax rate levied In a poor district will generate the same amount of 
revenue-4md expenditure per student as 1% of tax rate levied in a rich 
district. A funding system that results in both expenditure .and taxpayer 
equity will also produce effort equity. However, the converse is not 
true. A system may satisfy effort equity without satisfying either ex- 
pendlture or taxpayer equity. 

.» 

Neither expenditure ec[ulty nor taxpayer equity nor effort equity 
can be expected to exist in a system of pure local decision making* 
State funding systems have, therefore, been suggested to help remove 
some of the inequities. The two funding systems we will examine are 
(1) district power equalizing, jand (2) Feldsteln's wealth neutral system. 
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. 111. 

t 

' DISTRICT POWER EQUALIZING (DPE) 
To understand the ItBpllcatlons of DPE for the trieatment of taxpayers, 

it l8 necessary to describe the mechanics of the plan and^ examine the 

pattern of expenditures likely to emerge under it. The grant per student 

that the state awards a district under the DPE plan is given 'by equation (1)< 



(1). - t^(W^ - W^) 



where 

th 

• the DPE grant per student to the i district 
■ t . • the tax rate of the i^!^ district 
Wj^ « the wealth per student of the key district 

■ the wealth per student of the i^^ district 



To iiiq>lement the plan. It is necessary to designate a "key district/* 

The key district is the- one which receives no state subsidy. Districts 

poorer than the key district receive state subsidies while those that are 

wealthier than the key district have a portion of their locally raised 

revenues recaptured. Under this plan, the size of the state grant is in- 

o 

versely related to a district's wealths 

^Equation (1) shows that when W. > W , the state grant to the i^^ dis- 
trict is negative. Thus, the relatively wealthy district must locally raise 
more than $1 of revenue for each $1 of expenditure that it undertakes. In 
practice, political considerations have ^evented states from adopting sub- 
sidy systems with a repapture feature. Although politically unattractive, - 
systems with recapture will most likely be necessary to meet court decisions 
on wealth neutrality. 

.The DPE grant allows districts to command revenue for education as if they 
had the tax base of the key district. The locally raised revenue of- the i 
district is t.W^. Combining these revenues with the state grant ofu^^CW -W ), 
the.l dis,trict has at Its disposal the amount t.W. . Thus, the i^*^ ^ *^ 1 
district can command revenues as if it had the tax base of the key district. 
Under DPE the size of the grant depends on the tax rate levied by the local 
district 4 Thus, if a poor district chooses to tax at a higher rate than a 
iich district, it will command mote revenue per student* 
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4 Th« portion of ideal. txptndlturM flnanctd by the str.te is given 
by the^ MUtm mid tatio (SAR) vhere 

(2). ^ ^ I wealth per student of the i^^ district 

wealth per student of the key district 



W 



Equation (2) shows that a district which is half as wealthy as the key 
district will have half of its total educational expenditures paid for 
by the state. 

Because under the DPE plan the state pays a portion of a district's 
budget, the plan affects tKe price of educational expenditure. To the 
key district which, receives no state aid, $1 of education costs $1. 
However, a district half as riclt as the key district has half of its 
budget paid for by the state and, thus, faces a prlce^of $.50 for a • 

dollar *Y worth of educational expenditure.^' The price (?) of education 

th ^ 
to the i distritt can be expressed as follows. 



(3) ?1 ■ ^ " 



Sijbstituting equation (2) into equation (3), it follows that 

(4) p . wealth per student of the i^^ district ^ 

i wealth per student of the key district " W, 

k 

9 ! ' — 

Equation (2) is easily derived from equation (1). . 

DPE assures that the total budget of the l'** district will be equal 
to t^W^. SAR is defined as G^/t^V^. Dividing both sides of (1) by 
t^Wj^ yields 

- 1 - "i 
'l^k ^ 
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Thu«, ttad«r th« DPE plan a dittrict that it U poorer than the, key district 
faeaa a "IX lower price for itt expenditures on education. 

All long aa education can be considered a normal econonic good, ve can 
•xpect. that a^ lowering. of itt price .will induce an increase in the quantity 
deoanded on the part of a school distr.tst. The percentage change in expen- 
diture per student caused, by a percentage change in price is called the 
price elasticity of expenditure ($) an^ is a behavioral parameter the value 
of which must be estimated If we are to fully understand the potential 
effects of the DPE plan. 



(5) 



AE 
E 



" B, (e < 0), V 

T 

where E represents school district expenditure per student. 



education expenditures arer of course, affected by a school district's 
wealth or fiscal capacity as well as by the price of education. In the 
absence of a state funding plan, wealthy districts can be expected to spend 
more than poor districts on education. The percentage change In expendi- 
ture per student caused by a percentagfe change In wealth Is called the 
vealth elasticity of expenditure (o) and is another behavioral parameter 
the value of which we need to know In order to predict the potential effects 
of the DPE system. 
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- AS . 
(6) - a, (o > 0) 

W 

To see hov a DPE program affects the revecue raising capacity and spend- 
ing propensities of school districts, consider a caoe in vhich there exists 
two districts, one, the key district, having a level of wealth equal to . 
$1,010 per student and the other, a poor district, having wealth of $1,000 
per student. Also assume ^chat the two conmunitles* preferences for education 
are identical and that the values of behavioral parameters are known to be 
a«land0«-2. Asa final condition^ assume that in the absence of any 
state funding scheme the key district wculd cpe^d $101 per student.^^ 

Under DPE the price of education to the poor di^^trict. would be'^lZ 
lower ^tfean that facing the key district. This occurs singly because the 
w*\alth per student in the poor di^strict Is 1% lower tl.an that in the key 
district. Since 8 « --Xj thjs IX cut In the price of education to the poor 
district implies th^t its. spending wlfl be increased to a level 2% greater 
than it would have been in the absonce of the DPE plan* However, the dis- 
tricts have a wealth elasticity (o) of 1. this means that the difference 
in expenditures between the two districts that is due to wealth alone is 1%. 

^^It follows from the equal preferences assumption that If the poor 
district were as rich as the key district and faced the same price of 
education, it would spend the same artount per student as the key dis- 
trict. - - ' 
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Wh«n th« prlc« and vtalth cfftcts «r«'coBblned, the very interesting 
result is that the poor district will spend IX acre per student than the key 
district. This follows because the poor district Was spending IX less than 
the key district befor* DPE and the DPE plan induced the poor district to - 
increase its spending by 2X. Thus, under the conditions assumed, DPE 
appears to have had a perverse effect. The poor district has been induced 
to s^end more per student than the key district so that the wealth bias 
that DPE was intended to eliminate has been reversed rather than eliminated. 
In 'summary then, given the values of a and P, the DPE plan has produced a 
situation in which two .districts that have the same preference for educa- 
tlon are Induced tc spend differing amounts per student and thus, it has 
not achieved expenditure equity « 

DPE and Taxpayer Equity . 

Not only does DPE, In general » fall to produce expenditure equity, 
It also does not guarantee that taxpayer equity will be achieved* In 
our case, the key district locally raises and spends $101 per student on 
,a tax base of $1,010 per student. Thus, -the tax rate levied by t . key 
district is lOZ. The poor district will spend $102 per student.' This 
district, which has a tax base of $1,000 per student however, needs to raise 
only 99% of Its educational expenditures locally. Thus, the tax rate 
levied by the poor dist'rlct is lO.lOZ. By xowering the price of education 

303 



213 



to thm poor district t thf DFE plan has in thip case induced the poor 

district to tax itself at a higher rate than the key district.'''^ 

In geo.tral, the aaouht of expenditure that a district will under*- 

take depends on its wealth, its preference for education and the price 

of education. Given this level of expenditure and the state-aid ratio, 

the amount of funds which must b«; raised locally can be determined. 

The local tax rate can be calculated by dividing the required locally 

raised funds by the district *s tax base. The iv^ortant point is that 

the tax rate that a district levies depends both on its preference for 

education and the state, subsidy scheme in effect. The DFE plan cannot- 

guarantee expenditure equity because it ignores^^e-^acT'tha^^ 

tax rate is determined^both^yHtts^'preference for education and by its 

vresponse to the price phange ^incorporated in the subsidy plan. As will 

become apparent below, the DPE' subsidy plan overstimulates poor districts 

when |a| < IbI and understimulateo them when |a| > |b|« The only case in 

12 

which DFE will actually produce expenditure equity is when {a] » [s]. 

^^Given the IZ lower price that the poor district faces for educational 
expenditure and given that the price elasticity of expenditure is «-2, the 
poor district spends IX more per student than the rich ^district. But; the 
only way .that a district that IZ poorer than another can spend IZ more 
when it faces a IZ lower p^ice is by taxing itself at a IZ higher tax . 
rate. This can be seen by considering the formula that relates the i 
district's tax rate <t.) to its level of wealth per student (W ), price (F.) 
and expenditure per student (E^) . 

F. • E. 
(i) ^ ^ 



The above equation follows directly from a district's local revenue identity 
which is 



(ii) E^P^ - W^t^ 

This identity simply says that the local portion (E,F.) of the school 
budget can be raised by taxing the local tax base (W^J at the rate t^. 

12 

These results arc derived in Feldstcin, /'Wealth Neutrality and Local 
Choice in Public Education'*, op. cit .. 
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. Table 1 suiMrlscs the figured used in our arithmetic example. 
Assuming o - 1 and B - -2, the poor district taxes Itself ait a higher 
tar rate than the key district even though they have the same preference 
for education. .The treatment of taxpayers Implicit In the DPE plan can be 
determined by considering the eUstlclty of the_t«c_ra^e_«lth respect to ^" 
wealth (5^^ ). ThejlasiicUy-oTthe tax rate with respect to wealth tells 

change In the tax rate per IZ change In wealth that will 
occur under the DP E plan. For DPE, 5°^^ a + 0." t^us. In a DPE 

13 '■ ~ " 

The elasticity of c with respect to W Is 

f.. J)PE W dt 
^ ' *tW t dW 

The tax rate faced by a district Is given by 
(il) t --l-J- . 




The prl^e formula under DPE Is 
a±iK^ P^-kW^ 



Assuming a Cobb-Douglas (multiplicative) specification for the edu- 

tSi i;!i^S'«n3 ;r ^""^ air independent variables other 

rt! « K * (since as wealth changes only price is changed by 

the subsidy formula), we have . «» seu uy 

. <iv) - w" . P? 

Ill 

Substituting (ill) and (Iv) into (11), we have 
kW.(wJ . (kWJ^) , „ 

t - ^ ^ . k^+^ . w°+e 



(v) 



1 

J-1 



(vi) %^ - k^+^a+B)l^^^- 

c 

Thus, 



1 
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iystMi^ yith^ 8 •*2^ a H riif In the tax rate to 

fall by IX. . " \ 

. What then does DPE achieve? Table 1 shows that ef foct equity is 

achieved tmder DPE* Our definition of effort equity requires that for 
th 

*the 1 and key districts expenditure per student per *l%jof tax rate is 
identical for the two districts. That is, ' ^ 



Expenditure per student in the poor district is 1% greater than that in 

the key district but the tax rat^e is also IX higher in the poor district* ^ 



To see that effort equity will always be achieved under DPE, examine 
forauias (1) anil (11) which relate a district's tax rate (t^ to its wealth 
per student (W.), net price (F.)t and the* level of expenditure per^ st;Mdent 

(V- : ' • 

' - 1 1 . , 

(I) . -^-tj 

Siffiple rearrangement yields 

(II) ' 

^1 "^1 

Since a district , that is IX wealthier than another faces a 1% higher 
• price of education expenditure under DPE, it must be true that ^^/t^ 
is independent of the district's level of wealth (and is also independent 
of the values of a and 0). Thus, although DPE falls to guarantee expendi- 
ture equity, it always achieves effort equity. 
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.It :iiK>isiid noir be apparent that DPE can guarantee neither expenditure 
equity nor taxpayer equity. Two districts may have the same preference 
.for education. However, when > ja|, DPE give? the poor district a* 
lower price than is needed to offset the difference In expenditure due to 
the wealth differential. Thus, the poor district is induced to spend more 
per student than the wealthy district, a state of affairs which can only 
be reached if the poor district Uses a higher tax rat.: than that employed 
in the key district. Although residents of thle poor district are not^ 
burdened in. the sense of effort equity, they are burdened in another way 
since they face a higher tax rate than would exist based on their pre- 
ference for education alone." 

z 
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itiirtiiiTtldfttln h«» deyisaj an «U6c«tion formula with- which the 
' fffact . of 5 differences in school district wealth on educational expenditure 
per student can be neutralited, — Under this system, referred to^ as WNS, 
tvo .schdol'dis;;rict8 with the earns preference for education but different 
level8\bf wealth will be^induced to spend the same .amount per student. 

Wealth neutrality is achieved-by taking explicit account of a district's 
price and wealth elasticities in determining its state financed grant. If 
the value of the relevant behavioral parameters (a and 0) are known, ib is 
possible (through a system of matching grants)\to change the price of educa- 
tlonar^expenditure just "enough to" offset the effect of wealth differences 
on .educational expenditure .per student. That is, a price of education for 
a poor district^can be^set Jiist low enough to induce it to increase education 
. expenditure per student by jm:-anourit which just equals the negative expendi- 
ture differential due to wealth. 

Since the manipulation of the price variable offsets only wealth dif- 
ferentiels, WNS still allows two districts with different preferences for 
education to spend^ different amounts per student. Thus, the WNS approach 
neutralizes wealth as a factor affecting educational expenditure while prew 
serving local choice. • ^ 

The ability of WNS to achieve expenditure equity can be illustrated with 
a simple numerical example. Once again assume there exists a poor district 
whose wealth per student is $1,000 and a key district with wealth per student 
of $1,010. Also assume that o • 1 and - -2, and that in the absence 6f a 
state funding scheme the key district would spend $101 per student and that 
the poor district would spend $100.^^ 

^^rtin S. Feldstein, Ibid . 

^^Given its wealth elasticity, if the poor district were 1% wealthier, 
it would spend IX more on education (i.e. $101 per student). Since the 
price of a dollar's worth of school expenditure would be $1 for each district 
in the absence of state intervention, it can, be inferred that in the above 
case both. districts have the same preference for education. 
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thf crucial ticmept in tht WHS approach it equation (8) which is used 
itermihe the price of ii 
achieve expenditure equity/ 



to determine the price of e"duca!feion that n achool .district must face to 

17 ' ^ 



(8) ' 



^i " J^^i^ 



where « the price that the i^*^ district pays per dollar 



k - 



of educational expenditure, 

the i^^ district's wealth per student. 

constant scale factor. 



The value of k is set such that the price to the key district will be $1. 
With o « 1, B " -2, and the per student wealth of the key district being 
$1,010, the value of k that will -set P « $1 is .031465839. 



$1 « k(lOlO)^. 

.31465839 
—C 



Assume that expenditure per student depends on a district's wealth (W), 
1the price it faces (P) and other factors (Z) which reflect a district's pre- 
ference for education. Thus, a simplified version of the regression equation 
might be (in log form) . . 

In E « a + o In W + B In P + . Y In Z + u 

To see that the price equation (8) neutralizes the effect of wealth on 
expenditure per student, equation (8) is expressed in log form and substituted 
into the above regression equation. 

In P - In k - J In W 

Substituting, we have 

In E - a + oln W + 6(ln k - j In W) + y Z + u . 

In E - a + oln W + B In k - oln W + Y In Z + u 

. In E - a + Bin k + Y In Z + u 

Since the wealth variable does rot appear in the final equation, expenditure 
per student is independent of wealth under WNS. 
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I^«\pr£cet6|. «auc«ti6h to thi pbor district will, of course, be less thau $1 
«m1 the= exact vtltie can be calculated usipg equation (8). When W - $1,000, 
P - .995, 

— • * 
P (.31465839) (i.OOO)** 

P • .995 ^ 

The price faced by the poor district is 1/2% less than the price faced 

18 ' 

by the key district. Given its price elasticity of educational expenditure, 
thii5 district will be induced to spend IX ©ore on education than it would 
have without the state matching..grant. Since it spent 1% less than the key 
dfstrlet before the state subsidy, the effect of the grant is to induce this 
district to spend at the same level as the key« district. That is, the com-- 
bined effect of the price and wealth elasticities act to assure that in both 
districts the level of expenditure is $101 per student. Thus, the manipula- 
tion of the price variable has neutralized wealth as a factor in determining 
the level of expenditure per student. ^ »y 

WNS and Taxpayer Equity. 

*. 

Is the WHS approach capable of achieving taxpayer equity as well as 
expenditure equity? To spend $101 per student, the key district taxes its 
residents at a rate of lOZ. The poor district, however, does not bear the 
full burden of its expenditures; it is subsidized by the state. The poor 

18 n 
To achieve wealth neutrality, WNS gives districts a (- f)% change in 

price for each IS difference in wealth. For example, if ^ a » 1 and 
8 " -3, a district would be three times as responsive to price effects than 
to wealth effects. If a district were 1!S poorer than the key district, it 
would need only a 1/3Z lower price for it to have the same level of expendi- 
ture per student. Thus, when o - 1 and 8 - -3, the WNS calls for a 1/3%, 

i.e. (- j)X price differential for every IX difference in wealth. 
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district faces a. price, of education which ia 1/2Z below that faced the ' 

key district. . Therefore, the district must locally raise only 99.5% of 

its expenditure per student ($101 • 99.5Z - $100.50). But in order to raise 

$100.50 per student from a tax base of $^1,000 per student it must tax its 

residents at a rate of 10.05Z. That is, although preferences for education 

are uniform between the two districts, the residents of the poor district 

face a higher tax rate than those of the wealthy district. Thus,, although 

the WHS guarantees expenditi^re equity, it does not necessarily result in 
19 

taxpayer equity. Table 2 summarizes these results. 



Given its 1/2% price reduction, t ie poor district can spend $101 per 
student by raising $100.50 locally. But to raise locally 1/2% less revenue 
than a district with a 1% larger base, it must tax at a rate that is 1/2% 
higher than that of the wealthier districts The truth of this statement 
can be seen by considering the formula, 



w. 
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TABLE 2 

Fiscal Characteristics Under WNS With a - 1« B » -2 



(1) (2) (3) («) _ (5) (6) 



u . ' 9 V .,RalseQ ^ — 

Pistrict \_ ^1 ^1 Locally ^1 '^l 



Poor District $1,000 $ .995 $101 $100.50 10.05Z $10.05 
Key District $1,010 $1.00 $101 $101.00 10. OX $10.10 



Col. <4) - Col-. (2) X Col. (3) 
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Th« troment of taxpayer* lapllcifln WNS can be determined by con- . 
alderlng the elasticity of the tax rate with respect to wealth 5^^. As in 
the ease of DPE, the result depends on the values of o and B, but undar WNS 



^tw ■ ? 



.With o - 1 and B - -2, the tax rate falls by 1/2Z for' every 1% Increase in., 
wealth. 



20. 



W elasticity of t with respect to W is 

^WNS W dt 
(i) ^tW • tdW 

The tax rate faced by a district is given by 

'i - -vT^ 

The price formula imder WNS is 

(iii) ^-'^"'i'^ 

Expenditure per student is 

(IV) - wj . ?\ . w;.lkw7) . 

Substituting (iii) arid (iv) into (li) we have 

(V) t k W^ 

Taking the derivative of (v) with respect to wealth, we have 



dW^ " ( g 1) Wi 



Thus 



1 J 
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Thtrf !• t special case in which the VNS achieves both expenditure 
and taxpayer equity. Equation (9) expressee the relation between a dis- 
trlctU tax rate, price, wealth per student and level of expenditure pei; 
student. . 



Since WHS guarantees that two districts with the same preference for 
education will have the same expenditure per student, equation (9) 
shows the two districts will face the same tax rate only if the percentage 
wealth differential is equal to the percentage price differential. But 
the only case In which the achievement of expenditure equity calls for a 
IX price differential for every IZ difference in wealth Is when |a| - [Bf. 

Will effort equity be achieved under WNS? We refer back to fable 2. 
Although, under WNS, expenditure per student is equated for the two dis- 
tricts, column (6) shows that expenditure per student per 12 of tax rat^ 
is 1/2X less in the poor district than in the key district. Tnis follows 
since both districts have the same expenditure per student, but the poor 
district faces a 1/22 higher tax rate than the key district. 



^hls proposition may be put another way. For expenditure equity 
to exist, the percentage wealth differential times the' wealth elasticity 
must equal the percentage price differential times the price elasticity. 
For taxpayer equity to exist (given the same expenditure per student), 
the percentage wealth differential must equal the percentage price dif- 
ferential. Only if the wealth elasticity is equal to the price elasticity 
do we achieve both expenditure and taxpayer equity. 



a.5 



JlMS^viU'^ leif expenditure per .student 

per IX of tax rate vhenever |a| < Equatlcm (10) should help make 

this •tatenent cleat. 



ilO) 



In this case 9 the percentage difference in price is les^ thah the percentage 
difference in vealth, thus expenditure per student per IZ of tax rate rises 
as a function of wealth. Of course, if |a| > |&|, WHS gives poorer dis«* 
tricts acre expenditure per student per IZ of tax rate than wealthy districts. 
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Whether or not state funding schemes such as DPE or WNS can achieve 
either expenditure or taxpayer equity depends on the values of the be- 
havioral paraaeter« o and B, the wealth and price elasticities of educational 
expenditure When o jt 6, a DPE system will., achieve neither expenditure nor 
taxpayer equity. DPE provides a IZ price difference for everv IX dlf ferince 
in wealth. But if IbI > |ai poor districts (with the same preference for 
education as wealthy districts) will be induced to soend aore oer student 
than the wealthy districts. Moreover, since the expenditure per student 
of the two districts will not be the same,- the fact that the percentaee 
price differential is equal to the percentage wealth differential guarantees 
that the tax rates levied by the two districts will not be the same. 

DPE does result in what we have called effort eauity. Since between two 
districts, DPE adjusts prices by 1% for every IZ difference in wealth, ex- 
penditure per student per XX of tax rate is constant under DPE. 

WNS achieves expenditure equity. In this -system, expenditure per student 
is made wealth neutral by setting the price of education to local 
districts at lust the level needed to offset expenditure differences caused 
by wealth differences amonR districts. WNS does not, in general, result in 
either taxpayer equity or effort equity. 

If |o| - IbI, both DPE and WNS satisfy expenditure equity, taxpayer 
equity and effort equity. When |a| - |b|, the pricing scheme that produces 
wealth neutrality (equation (8)) is equivalent to the price formula implicit 
in DPE (equation (4)).. Thus, under this condition, DPE may be viewed as a 
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•p«eiai <e«M"Of WIS ynd «lthtr funding approach will result in expenditure 
equity. That is, district* with the *«»e, preference for education will 
•pitnd the^saaa aaount per student. With |o| - |0|, the price of education 
to each district changes IZ for every 12 difference In wealth. Equation (9) 
shows that the tax rate needed to finance educational exoendltures will be 
the sane In each district- Thls^ means that taxpayer equity Is achfeved. 
Effort equity will also be achieved by both plans When ia| • |0|. This 
Bust be true because when lo| ■ DPE and NMS produce Identical effects 
and It has already been demonstrated that DPE results In effort equity, 
table 3 presents the numerical results when a « 1^ 3 -l. 
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TABLE 3 



'Fiscal Characteristics under NNS » DPE 
Whan tt - 1, e -,-l,.k - •031A65839 



r-- District 




(2) 


(3) 
1 


(4) 
$ 

Raised 

Locally 


(5) 


(6) 
'l 


Poor District 


$1,000 


$ .99 


$101 


$100 


lOZ 


- $10.10 


j Key District 


$1,010 


$1.00 


$101 . 


$101 


lOZ 


. $10.10 


y 


Col. (4) - 


Cpl. (2) X Col. 


(3) 


• 




} ' 


Col. (5) - 

* 


Col. (4) 
Col. (1) 










\ S 


Col. (6) - 


Col. (3) 
Col. (5) 
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BfPIRXCAL ANALYSIS 

. \ » . • 

We have two aaln goals in this section! We vlsh to: 

(1) estlaate statistically the values of the behavioral para* 
Mters o and 6; for Pennsylvania school districts^ 

(2) simulate the patterns of per studient expenditure and local 
property tax rates across Pennsylvania school districts that 
would be produced under various types of DPE and WNS funding 
systems. 

Three sets of simulations are presented. The first set shows the distribu- 
tion of expenditure per student and tax rates . ader both DPE and WNS when 
the median wealth district is chosen as the jkey district • The second set 
shows the' expenditure and tax patterns likely to emerge when the average 
level of simulated expenditure is constrained to equal the average level 
of actual expenditure in Pennsylvania in 1976 ($1,044 per student),, A 
third set of simulations takes account of the .property mix (the proportion 
of the property value owned by residents. Vs. nonresidents) in determining 
the patterns of expenditure per student and tax rates under both DPE and 
WNS. 
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i8r is;^tii«d to derive our empirical estimates of 



a,!^ of educational expenditure) • 

In oii^ri^t^ regress -e^qpenditiire per student on 

el|ht -^de^ jtfe ihave <^ in natural 

iogSo In ^jthis f^^ of the regression equation 

cu{]be;^ as^ elasticity ^values. Our calculations aire based on 

data f rM in Pennsylvania and all observations, 

^ei:cei>t..t^^^ ttmt represent^ the dependent variable, are 
22 



£ot 497)6. 



' The' dependent and^^^^ are listed 



D^QID general fund expenditure 

per^velght daily iembership (E) • 

(1) \Schpdl district [personal Income per weighted average 

dally membership (INC). 

(2) karket value of property per weighted average daily 
nembership (W). 

(3) Price of education (P) « the dollar price to the dis- 
trict of one dollar of expenditure. 

(4) Federal non-matching grants (FED) . 

(5) State block (non-n:atching) grants (SBG) . 



^ ^The data used in the regression analysis were provided by the Division 
of Education Statistics, Bureau of Information Systems, Pennsylvania Depart- 
ment of Education. 



'J 
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(6) lUttld of ^he .current weighted average dally membership 

to the Weighted average dally membership five years 

ago (WADM) • 

(7) Percentage of students In the population (FERC) • 

(8) Expenditure per weighted average dally membership 
lagged two years (LAGVAR). 

The most important variable to describe In detail Is the price 
of education. Since both the DPE and VNS subsidy plans are matching 
grant systems which alter the price of education to districts^ our 
empirical goal Is to measure districts' responsiveness to the matching 
^rant component of the 8t£te<-aid p^^^am. The current Pennsylvania 

State educational financial nlan Is a complex system composed of both 

' - — — ' — '-^ 23 

matching grants' and state block grants to local school districts. 

Under Pennsylvania's Act 59 program, a local school district is entitled 

to matching aid if it satisfies two criteria. 

(1) the level of expenditure per student in the district 

is. less than the median level of school- district 

expenditure per student. 



The state subsidy given to a district depends on the number of students 
local wealthy per student cost of education, density, sparsity and poverty 
factors. The system is descri^bed in the Act 59 Subsidy Primer , published 
by the Pennsylvania Department of Education. 
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(li) the school district demonstrates that it is laaking an 

24 

appropriate tax effort* 

For districts that satisfy both criteria, each dollar o£ local expendi- 

tuce triggers a state grant of an amount equal to $1 time*^ the aid ratio 

that pertains to that district. The district's aid ratio depends upon 

25 

both its wealth per student and income per student. In general, under 



Tax effort is measured by the equalized millage rate. The base 
earned for reimbursement depends on a district's millage rate relati/e to 
the median millage rate; The "Base Earned for Reimbursement" is deter- 
mined as the smaller of either: 

The district's actual Instructional expense for weighted 
average daily membership ; 



The amount earned through tax effort, calculated as follows: 

' 1. Where the district's equalized millage is 30% or more 
above the State's Median Equalized Millage, the base 
earned shall be the state's median actual expense per 
statewide weighted average daily membership. 

2. Where the district's equalized millage is 15Z, but less 
than 30Z above, the amoirnt shall be $50 less. 

3. Where the district's equalized millage is less than 15% 
below, the amount shall be $100 les3. 

4. Where the district's equalized millage is 15% to 30% 
below, the amount shall be $150 less. 

5. Where the district's equalized millage is more than 30% 
below, the amount shall be $200 less. 

25 

The aid ratio is a weighted average of the market value aid ratio 
and the personal income aid ratio. The market value aid ratio is derived 
by dividing the value of taxable property per weighted student in a dis- 
trict by the taxable property per weighted student for the state as a 
whole. The personal income aid ratio is the personal income per weighted 
student in a district divided by taxable income per weighted student for 
the state as a whole. The relative weights of the combined aid ratio are 
property value 60%, income 40%. 



(a) 



or 



(b) 
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the Pennsylvania subsidy plan^ the price of education to the 1 . 

26 

district nay be expressed as follows. 

<11) p . 1 

1 1 + (aid ratio) J 

For districts not qualifying for matching aid, the price of an addl- 
tlonal dollar of educational expenditure Is $1. For districts that face* 
a price of $1, state aid under Act 59 comes in the form of block grants. 
The Influence of this factor on expenditures per student was captured 
in our regression equation through the state block grant variable < 

The estimated regression equation is reported below. The numbers in 
parentheses are the absolute values of the t~statlstlcs. 

(12) InE - .62136 + .13491nW + .07371nINC - .93331nP 

(2.524) (10.53) (5.40) (5.30) 

+ .5351 InLAGVAR ~ .08341nSBG - .021 InPERC 
(21.80) (6.05) (1.31) 

.011 InFED + .2461 InWADM 
(1.88) (7.21) 



For example, if a district has an aid ratio of .5 and it spends an 
additional dollar on education, the state will provide a grant of $.50, 
resulting in a total expenditure of $1.50. In this case, the' local dis- 
trict pays 2/3 of the cost, the state pays 1/3, and^ the price of a dollar's 
worth of education to this district is $.6667. Equation (11) differs from 
the price formula of equation (3). Equation (3) assumes that the state pays 
a portion (SAR)-of each $1 that is spent. Equation (11) assumes that state 
aid ($ir^ aid ratio) is added to each $1 that the district spends. As the 
numerical example of this footnote makes dear, an aid ratio of .5 in equa- 
tion (11) corresponds to an SAR of .33 in equation (3). 
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According to equation p2)» the estimated value of a - .13491 and 

27 ' ^ 

0 • -•9333. Apparently districts are approximately seven times as 
responsive to price as they are to wealth. 



Simulations of the Patterns of Expend iture per Student and Tax Rates Among 
Pennsylvania School Districts . \ ' - ' ^ 

Here we simulate the patterns of expenditure per student and local pro- 
perty tax rates that would^erge across school districts in Pennsylvania. 
under-va«ous types of DPE and WNS funding systems. The discussion is divided 
into three parts. In part I we explain the mechanics used to generate the 
simulation and we describe the expenditure and tax patterns that result when 
the district with median wealth is selected as the key district. In part 2 
we simulate the patterns likely to emerge where the average level of simulated 
expenditure is constrained to equal the average level of actual expenditure in 
Pennsylvania in 1976. Part 3 provides a set of simulations intended to demon- 
strate the Impact of the local property mix on inter-district expenditure and 
tax patterns. 



Our estimates should be Interpreted with caution since 1976 is the 
first year's data upon which Act 59 subsidies are based. Unfortunately, 
data constraints necessitated the use of 1976 data. Clearly, it would 
be worthwhile to estimate these elasticities once the Act 59 subsidy system 
has been in effect for several years. However, it should be noted that 
these estimates are of the same general magnitude as those estimated by 
Feldsteln for Massachusetts school districts. His estimates were: a - .283, 
6 - -1.00. See Feldsteln, op. clt .. pg. 82. 
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Part 1 

Expenditure and Tax Rate Simulations 
.When the District with Median Wealth 
^ Is the Key District 

The procedure used for simulating expenditures and local tax rates in- 
volves three steps. 

^•^ 

(1) Select the key district and set the price of education 
to be faced by each district. 

(2) Calculate the level of expenditure per student in a 
school district by inserting the price of education to 
the ''-•strict (determined in (1) above) and the district *s 

^ values of the other independent variables into our re- 

gression equation. 

(3) Calculate the" local tax rate needed to finance the local 
share of the school budget. 

The first step is to determine the price of a dollar's worth 
of education faced by each district. Under DPE the price of education 
is entirely dependent on the wealth of the district. A district that 
is IX poorer than another faces a 1% lower price of education. The 
price of education implicit in the DPE plan is 



P. « kU 
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Vnimt the WHS plan i the price that a district faces depends on the 
value of a and 6t as veil as upon the district's level of wealth. As 
explained in section IV above, the fomula for detenaing the price of 
education to a school district mdet HNS is 



P « kW ^ 



In order to calculate the WNS price of education to a district of 

a given amount of wealth, we need to know the values of a, 3 and k. Based 

on our regression analysis, the estisiated wealth elasticity of ^expenditure 

per student (a) is .1349 and the estimated price elasticity of expenditure 

per student (B) is -.9333. The value selected for k is that which makes 

28 

the price of education to the key district equal to $1. 

Tables 4 and 5 contain two sets of simulations. The entries in Table 



4 describe the expenditure and tax rate patterns we expect to emerge under 
a DPE plan. Those shown in Table 5 would be expected under WNS« We did 
not feel it necessary to provide simulations for all 505 Pennsylvania 
school 'districts. Instead, we limited our calculation to 21 sample districts, 
one for each 5th percentile in terms of wealth per student. 

^ The price of education to districts of various levels of wealth are 
presented in column (2) of each table. In these simulations the district 
of median wealth has been selected as the key district. In both cases 
the median is Bentworth School District (11th on the list), and faces 



This^ calculation was described on p. 17. 
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a price of $1. Notice that^ the range of values between the price to 

the poorest and richest district Is much less under WNS than under. DPE. 

This occurs because DFE provides a IZ difference In price for each 1% 

difference In wealth, whereas the WNS plan gives only a 1/7Z difference 

29 

In price for a IZ difference In wealth. 

Our second step Is to simulate the level of expenditure per student 
for each district. This Is accomplished by Inserting the values of the 
Independent variables that pertain to the district (Including the price 
that It faces under the particular subsidy plan) Into regression equation 
(13). 3° 

(13) InE « .62136 + .1349 InW + .0737 InlNC - .9333 InP 

+ .5352 InLAGVAR - .021 InPERC - .01 InFED 
+ .246 InWADM 

Column (3) of. Table 4 shows the simulated expenditures per student 
across Pennsylvania school districts, under a DFE system. The pattern 
that emerges Is that expenditures per student decline as a function of 
wealth. This result^ occurs because of the Interaction of two factors. 
First, sln^ie DFE gives a IZ change In price for each IZ difference In • 

29 

It should biB remembered that the price formula In the WNS plan takes 
account of the fact that a » .13491 and 0 « -.9333. Since districts are 
approximately seven times more responsive to price than to wealth, WNS gives 
only a 1/7Z difference In price for each IX difference In wealth. 

30 

In our simulations of the patterns of: expenditure per student under both 
DFE and WNS, we have set the state block grant variable for each district 
equal to zero. Since we are Interested In the patterns that would emerge 
under a pure matching rate system (either DPE or WNS)» we felt that the 
Inclusion of state block grant variable would have produced distorted patterns 
of expenditure, 
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Table 4 

SlMulatlons of Educational Expendicure per Student and Imputed Property 
Tax Rates Across Pennsylvania School Districts Under a System of District 
Power Equalization in which the Median Wealth District is the Key District 



(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


District 


• 


Expenditure 


Property 


Expenditure 


Property 


Wealth 




oer 


Tax 


Der 


Tax 


per' Student 


Price 


Student 


Rate 


Student 


Rate 


($) 


^ A V 




. S*> 






7,510 


. 35222 


1,157.7 


.054 


1,437.9 


- .067 


11,380 


.53372 


867.8 


.041 


1,031.8 


.048 


13,2A0 


.62096 


801.7 


.038 


914.3 


.043 


1A,430 


.67677 


698.1 


.033 


853.6 


.040 


15,-455 


.72484 


704.9 


.033 


808.1 


.038 


16,431 


.77061 . 


709.3 


.033 


769.5 


.036 


17,326 


.81259 


703.2 


.033 


737.6 


.035 


18,023 


.Q4528 


689.4 


.032 


714.7 


.034 


19,317 


.90598 


609.0 


.021* 


676.3 


.032 


20,175 


.94621 


600.5 


.028 


653.2 


.031 


21,329 


1.00033 


624.8 


.029 


624.8 


.029 


22,274 


1.04465 


564.9 


.026 


603.6 


.028 


23,724 


1.11266 


571.1 


.027 


573.9 


.027 


25,133 


1.17874 


546.8 


.026 


548.1 


.026 


26,581 


1.24665 


513.1 


.024 


524.1 


.025 


28,598 


1.34125 


587.3 


.028 


494.4 


.023 


30,699 


1.43978 


513.5 


.024 


467.2 


.022 


33,100 


1.55239 


484.4 


.023 


439.9 


.021 


36,499 


1.7118.0 


444.9 


.021 


406.9 


.019 


45,699 


2. 14328 


361.8 


.017 


340.0 


.016 


90,260 


4.:i3319 


213.8 


.010 


197.5 


.009 • 



Source: All numbers are derived from data made available by the 

Division of Education Statistics, Pennsylvania Department 
of Education. 
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Tfble 5 



Simulations of Educational Expenditure per Student and Imputed Property 
Tax Rates Across Pennsylvania School Districts Under a Wealth Neutral 
System in Which Median Wealth District is the Key District 



(1) 


(2) 


1 

(3) 


(4) 


(5) 


(6) 


Wealth 
per Student 
(Si 


Price 


Expenditure 
oer 

Student 
($) 


Property 

Til V 

Rate 
(X) 


Expenditure 
per 

Student 
($) 


Property 
Tax ' 
Rate 

(Z) 


7,510 


.85993 


503.2 


.058 


625.0 


.072 


11,380 


.91318 


525.6 


.042 


625.0 


.050 


13,240 


.93339 


548.0 


.039 


625.0 


• V/*f *f 


14,430 


.94508 


5il.l 


.033 


625.0 


.041 


15,455 


.95450 


545.2 


.034 


625.0 


.039 


16,431 


.96299 


576.1 


.034 


625.0 


.037 


17,326 


.97040 


595.8 


.033 


625.0 


.035 


18,023 


.97595 


602.8 


.033 


625.0 


.034 


19,317 


.98578 


562.8 


.029 


625.0 


.032 


20,175 


.99199 


574.6 


.028 


625.0 


.031 


21,329 


1.00000 


625.0 


.029 


625.0 


.029 


22,274 


1.00629 


585.0 


.026 


625.0 


.028 


23,724 


1.01551 


621.9 


.027 


625.0 


027 


25,133 


1.02401 


623.5 


.025 


625.0 




26,581 


1.03234 


611.9 


.024 


625.0 


.024 


coo 
2o,59o . 


1.04331 


742.4 


.027 


625.0 


.023 


30,699 


1.05406 


687.1 


.024 


625.0 


. .021 


33,100 


1.06560 


688.2 


.022 


625.0 


.020 


36,499 , 


1.08076 


683.4 


.020 


625.0 


.019 


45,699 


1.11646 


665.0 


.016 


625.0 


.015 


90,260 


1,23191 


676.8 


.009 


625.0 


.009 



1 

Source: All numbers are derived from data made available by the • 
Division of Education Statistics, Pennsylvania Department 
of Education. 
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vealtht the range of values of the price of education is quite wide 
between the richest and poorest districts* The other factor is the 
very high magnitude of the price elasticity in relation to the wealth 
elasticity of expenditure. That is, low prices induce very large ex- 
penditure responses. The remarkable result displayed in this table is 
that the poorest district has been induced to spend more than five 
times the amount being spent by the richest district* 

A second set of simulations is also presented in Table A. Column 
(5) bhows the projected pattern of expenditures for Pennsylvania under 
a DPE system if districts were identical in all respects other than wealth* 
This accomplished by assuming that with the exception of price and wealth 
' the values of the independent variables for each district are the same as 
those of the median district. These median district values are then used 
in the regression equation to produce the simulated levels of expenditure* 
This allows us to Isolate the effects of DPE ott the patterns of expendi- 
tures. The resulting pattern is even more dramatic than that shown in 
column (3)* In this case expenditure per student in the poorest district 
is more than seven times as great as the richest district . 

The ability of WNS to achieve wealth neutrality is demonstrated in 
Table 5* Colxmon (3) shows the resulting pattern of expenditure per student 
when we use the value of each district's independent variables in the 
regression equation. Column (3) shows a slight positive relationship 
between expenditure per student and the level of district wealth. Since 
VWS neutralizes wealth, this pattern must be due to the effect of the 
other independent variables « 

t 
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The pattern of expenditure revealed In colusm (5) of Table 5 pro- 
vides the clearest picture of the effect of WNS* In this simulation / 
districts are assumed to be Identlcal.ln all respects other than wealth. 
That Is, In using the regression equation to derive the level of expen- 
diture we use each district *s own value of wealth per student and Its own 
price under WNS, but the values of the other independent variables are tho 
of the median district. The result Is that the level of expenditure per 
student Is the same everywhere. Wealth neutrality with respect to per 
student educational expenditures Is clearly visible. 

The third and final step In our procedure Is to determine the local 
tax rate needed to finance the projected level of expenditure per student. 
The local tax rate Is simply the amount of revenue per student that the 
, district must raise divided by the market value of property per student 
for the district. The amount the local district must raise Is calculated 
by multiplying the level of expenditure per istudent by the price of edu- 
. cation faced by the district. 

Columns (A) and (6) of Table A shoy that under the assumed DPE plan 
the local tax rate declines with Increasing levels of district wealth. 
This result is not caused by differences in districts* tax bases since 
under DPE each district is guaranteed that for any given tax rate it can 
raise the same amount of revenue per student as the key district. The 
decline in tax rates..occurs because poor districts have been induced to 
spend more than rich districts on education. Poor distrlctfs^ spend -morc^^^^ 
on education because they are given a IZ difference in price for every Vk* 
difference in wealth » even tnough districts appear to be about seven times 
as responsive to price differences than to wealth differences. 
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»iT«x rates also decline as a function of wealth In our WNS simulations. 
ColuBsis (4) and (6) of Table 5 show the steady downward drift In tax rates 
as the level of district wealth rises under WNS. In the case of DPE, tax 
rates were higher for poor districts because they had been Induced to 
spend more than the richer districts on education. Under the WNS slmula- 
t^onsy levels of eiq>endlture per student do not decline as a function of 

e 

wealth so that the source of the decline In ^tax rates cannot be the same 
for DPE and WNS. , , • 

The general relationship between the tax ;rate/=( of school districts 
and their ?.evel8 of wealth can be expressed using the concept of tax 
elasticity. In 'Section IV above It was shown-that the elasticity of the. 
tax rate with respect to wealth under the WNS plan i,s (- ^ -1). Thus/ 
given our parameter estliiiate8,,.the |^ax rate declines by approximately 
6/7X for each IZ increase in weialth^ Intuitively, WNS gives districts a 
Prtce change which is just large enou^to achieve wealth neutrality. 
Por Pennsylvania, WNS gives districts a 1/7% change in price for each 1% 
dlffierence in wealth. The equation below shows that, for given levels 
of expenditure, if price rises by a smaller percentage than wealth, the 
t«x rate must fall, as a function of wealth. »" 
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P«rt 2 \ 

Ex^ndlture and Tax Rate Simulations vlth Average Prcrlected Expenditures 
Constrained to Equal Average Actual Expenditure per Student In Rennsylvanla 
In ?>976. ^ ' '' 

i 

The state-vide avera:;e level of the simulated expenditures presented 
in Tables 4 and 5 are substantially below the actual amount spent by 
Pennsylvania districts during the year 1976. (The actual average level 



of expenditures per student was $l,044O This ibccurs becaijise ve did not 

Include the Influence of state block grants In our simulated expenditures. 

Presumably, state block grants would not be needed in either a pure DPE 

or WNS system. ThuSi to retain the SBG variable in the simulation pro- 

31 

cedure would produce distorted patterns of expenditures. 

Tables 6 and T show the patterns of expenditure per student and 
tax rates when state block grants are set equal to zero and the average 

level of expenditure per student for our 21 sample districts is constrained 

i 

to equal $1,044.' To assure that the. average level of simulated expenditures 
will equal $1,044, a district which is wealthier than the median wealth 
district must b^^used as the key district. The selection of a wealthier 
iistrlct as the key district provides all districts with lower prices ^or 
education and thereby Induces them to spend at higher levels. 

Table 6 simulates the expenditures associated with our DPE plan. K 
mathematical search procedure revealed that in order to insure that the 
average level of expenditures across all Pennsylvania school districts 

SBG variable was included in the estimation of the behavioral 
parameters (a and B) in order to guarantee unbiased estimates of districts' 
responsiveness to weialth and price. Given these estimates, the simula- 
tions were carried out with SBG « 0. 
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|$^^'\ / |in^^^ Student and Imputed Property Tax 

i^C. " pt^V^ct^^^^ PcnnsH^nia S^^ Districts Under a iSystem of District Power 
r'^^ - -E^^uciizatidn (Sinnilated Average Expenditure per Student Constrained to Equal 
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Source: All numbers ax:e derived from data made available by the ^ 
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Slmiiiatibhs of Educatlipnal ^ R^^ per Student and Imputed Property Tax 

Rates Across Pennsylvania School Districts Under a Wealth Neutral System 
(Simulated Average Expenditure per Student Constrained to Equal $1,044) 
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lource: All numbers are derived from data made available by the 
Division of^ Education Statistics, Pennsylvania Department 
of Education. 



averagefi $1,044 per student, the 90th percentile district (19th shown in 
column (1)) had to be selected as the key district • Colutnn (2) shows the 
vector of prices for the 21 districts and column (3) contains that pattern 
of expenditures that result when we use each district *s own values of the 
Independent variables in regression equation (13). Column (A) shows the 
distribution of imputed property tax rates. The patterns displayed in 
these columns are similar to those derived under the DPE system when the 
median district was the key. Both the level of expenditure per student 
and the imputed tax rates are inversely related to the districts' levels 
of wealth. 

Columns (5), (6), and (7) of Table 6 show the simulation results 
when :;e neutralize the effects of the independent variables other than 
wealth and price. That is, we assume that each district can be described 
by the values of the . independent variables of the median district. In 
this case, establishing an average level of per student expenditure of 
$1,044 is insured by selecting the 75th percentile district as the key 
district. And once again we see in bold relief the major effect of DPE 
when the price elasticity of expenditure far exceeds in value the wealth 
elasticity of expenditure. Both expenditures per student and the imputed 
property tax rate are inversely related to school districts' levels of 
wealth. 

The simulations shown in Table 7 arp> based on a WNS plan and pro- 
duce expenditure patterns with a state-wide average of $1,044 per 
student. A curious feature of this simulation that in order to produce 
the state-wide average expenditure level of $1,044 per student it was 
necessary to employ a set of prlcps in which the price to all school dis- 
tricts was less than $1. Since WNS gives only a 1/7% price change for 
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er nil 1% difference in wealth, a district with a level of wealth of 

o 32 

$1,000,000 per student had to be chosen as the key ;5\strict. 
Column (2) of Table 7 shows the set of pr.'ces needed to produce the 
desired average level of expenditures. 

Cr/lumns (?) and (A) show the patterns oi expenditure per student 
and tax rates that result when using each district's own values of the 
Independent variables in regression equation (13). The variation in 
expenditure per student from district to district is much less than 
under a DFE system* Yet, some divergence remains. It appears that on 
the average the level of spending is a bit higher in ^he richer dis- 
tricts* This pattern, however, is not due to wealth of the district, 
but to the impact of the other independent variables. With regard 
to the fi-'mulated property tax rates of colufiin (A), the pattern is 
as expected. The rates are inversely related to district wealth. 

The simulations shown in columns ([5), (6), and (7) are calculated 
on the assumption that with the exception of the price and wealth vari- 
ables each district has the same independent variable characteristics as 
the median district. To produce an average level of spending of $1,0A4 
per student, a district with wealth per student o. $750,000 had to be 
used as the key district* The patterns are, once again, predictable. 
In this case, expenditure per student is the same for each district, 
perfect we;ilth neutrality in expenditure per student has been achieved* 
And once again the cost of such wealth neutrality is clearly seen; the 
property tax rate needed to achieve wealth neutrality declines with 
increasing levels of district wealth* 

32 

No district in Pennsylvania has a level of wealth per student as 
high as $1,000,000* Thus, in the simulations of Table 7 all districts 
face a price of education which is less than $1* 
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Part 3 

Expenditure and Tax Rate Slroulatlons: The Influence of the District's 
Property Mix. 

In this part we examine how the property mix of local districts 
can affect the intranstate patterns of expenditure per student and tax 
rates « The ownership mix of district property between residents and 
nonresidents directly affects the price of education. For instance, If 
half of a district's property Is owned by nonresidents and these non- 
residents are unable to shift their taxes back onto residents, then the 

33 

price of a dollar's worth of education to residents Is $.50. Such a 
lowering of the price of education will Induce an Increase in their level 
of expenditure per student. The extent of the reaction, of course, de- 
pends on the estimated price elasticity of expenditure per student. 

Two factors must be taken into account in analyzing the effect of 
the property mix on the level of expenditure. The first is to determine 
whether or not the property mix has any effect on the estimated value of 
p. The second factor concerns how the property mix related lower prices 
will affect the levels of expenditure per student and tax rates. Once 
we know the extent to which a district's price is lowered by the mix, 
we can use our estimated price elasticity and regression equation to 
simulate expenditure and tax patterns. 

^"Nonresident property owners may be able to shift part of their tax 
burden onto residents by raising the prices of the goods they produce, 
by lowering the wages they pay local labor or perhaps by moving their 
capital goods out of the taxed area. 
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To determine whether the property mix tiffects the estimated value 

of B» we estimated our regression equation using a price variable expressed 

34 

In the following manner: 



(14) - LS^ (1 tgC^ - i^I^) 

where 

- the price of education to the residents of 
the district. 

LS^ - the local share for the 1^^ district « 1 minus 
the state aid ratio (SAR) Implicit In the state 
funding scheme* 

- the fraction of the tax base In the 1^^ dlstrlqt 
that Is classified as commercial property* 

I. - the fraction of the tax base In the 1^^ district 
that Is classified as Industrial property* 

- proportion of the commercial tax not shifted 
onto residents ( 1. 1) • 

■ proportion of the Industrial tax not^ shifted 
onto residents (0 <^ < 1). 



Equation (14) takes account of both the matching rate implicit in state 
grants and the mix of taxable property in a school district* For instance. 



34 

This specification is taken from, Helen Ladd, "Local Education Ex- 
penditure**, Fiscal Capacity, and the Composition of the Property Tax 
Base*', National Tax Journal s June 1975* 
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a value of f 7,^^ « 1 Implies that the Incidence of the tax on coOTnerclal 
•and industrial property falls entirely on nonresidents. In such a case 

* LS^ (1 - Cjj^ - I^) and the price of a dollar's worth of education 
within a school district is reduced by an amount equal to the fraction of 
total property value which is industrial and commercial* 

Equation (14) is based on the asusmption that residents own all 
tesidential property in a district but none of the commerical and industrial 
property. This is, of course, not necessarily true. Moreover,' there are 
no firm empirical estimates of the proportion of the tax burden which 
businesses could possibly shift back onto school district residents. To 
cope with this Information' gap, we have calculated the value of the price 
elasticity of expenditure ($) under a series of assumptions regarding the 
degree of possible tax shifting and the relative proportions of commercial^' 
and industrial property owned by school district residents. 

The degree of tax shifting and the proportion of resident ownership 
of commercial and industrial property can be expressed through specifying 
the values of 1^ and For pxample, suppose that in a given school dis- 
trict one half of the total property value is commercial (i.e., « 1/2). 
Furthermore, suppose that one-half of the commercial property is owned by 
residents and that two-thirds of the tax on commercial property cannct be 
shifted back onto residents. Under this set of conditions, one-fourth 
of the district's property value is owned by nonresidents and two-thirds 
of their taxes cannot be shifted back onto residents. Thus, the price of 
a dollar's worth of education to residents is reduced by 1/6 of a dollar 
($1/6 » 1/4 • 2/3 • $1). This price reduction could have been expressed 
simply by setting I « 1/3. That is, variations in i and I alone can 
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capture our assumptlono about both the degree of shifting and the owner- 

^hjj> by residents of the commercial and industrial property* In the 

estimatioi^of^ our regression equation we have experimented with several 

35 

specifications of P baaed^cn different values of and l^. 

The results of our empiric^l^^calculations show that the value of 
the price elasticity (8) tends to be remarfcahly^stable with respect to 
different values 1^ and ly That is, for values of ip-^nd ranging 



from .5 to 1.0, the value of the estimated price elasticity changed^only 
slightly* For « » .7, the estimated regression equation is 



(15) InE - .602 + .1291nW + .061 InlNC - .8691nP 

(2.51) (10.32) (3.938) (5.08) 

+ .550 InLAGVAR + .0781nSBG - .0371nPERC 
(23.15) (5.8A7) (2.06) 

- ,0121nFED + .231 InWADM. 
(2.12) (6.579). 



Table 8 reports the results of simulations which take account of 
the property mix* We assume a DPE subsidy plan in which the median wealth 
district is the key district. Column (2) shows the price of education to 
each district before wr take account of the property mix. This set of 
prices is identical to that shown in column (2) of Table A. To determine 



35 

The use of a value of Iq close to 1 means that most of the commercial 
property in a district is owned by nonresidents and that there is little 
shifting of the tax burden back onto residents. As the value of de- 
creases, we know that either the proportion of commercial property owned 
by nonresidents is decreasing or that a larger proportion of the tax is 
being shifted back onto residents (or both). Of course, as the values 
of Hq and become siualler, differences in dlGtricts' property mixes be- 
tween commercial, industrial and residential have a smal3.er impact on the 
price variable. 
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Table 8 



Siaulatlons of Educational Expenditure per Student and Imputed Property Tax 
Rates Across Pennsylvania School Districts Under DPE (Median Key)— Including 
the Property Mlx^ «.xuuing 
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Source: All numbers are derived from data made available by the 

Division of Education Statistics, Pennsylvania Department 
of Education. 
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the change in price due to the property mix, we must make assumptions 
about the proportion of the tax burden on nonresidents which cannot be 
shifted back onto residents. For this simulation, we assume " ^1 * 
This means we are assuming that the proportion oi commercial and industrial 
property owned by nonresidents is such that after we take account of the 
degree of shifting of their property tax back onto residents, nonresidents 
pay $.70 of every dollar of tax on industrial and commercial property in 
the districts 

Using these values for and tj^ and, the values of C and I for a 

particular district, we can calculate the price faced by the district 

36 * 

after taking account of the mix factor. For example, the property 
value of the median wealth district in Pennsylvania is proportioned 
approximately as follows: 72% residential, 11% commercial and 17% indus- 
trial. The price equation assumes that all of the residential property 
value of the district is owned by residents and thus there ca;. be no 
reduction in price from the taxation of this property • Taxation of com- 
mercial and industrial property does reduce the price of education to 
residents by the proportion of the tax base ^hat is "external" to the 
residents (owned by nonresidents and the taxes cannot be shifted back 
onto residents). The assumption that ~ ^1 ** inesns that .7 of the 
indusTfl^l^nd commercial tax base is external to the residents. Thus, 
the mix factor lowers the price of education for the median (key) district 
from $1.00 to $.8058. The price faced by residents of the 21 districts 
is given in column (3). ^ 



36 

Data on the property mix of districts was provided by the Pennsylvania 
State Assessment Board, Harrisburg, Pa. 
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Colukis (4) and (5) show the patterns of expenditure per student and 
taX; rates that emerge vhen we use the prices of column (3) and the values 
^..of the other independent variables that pertain to each district in regres 
sion equation (13). Comparing the results of this simulation to the 
results of the simulation in which we used the same DPE plan but didn't 
take account of the property mix (Table 4), districts now undertake a 
higher level of expenditure pexf student. Since districts now spend more 
but have the same guaranteed tax base as in Table 4, all districts now 
face a higher tax rate. 

In terms of the distribution of the increases in expenditure per 
student, the 15th, 35th, 50th, 65th, 75th, 90th, and 95th percentile dis- 
tricts show large increases in expenditure per student due to the mix 
factors. In general, the mix factor appears to favor students of the 
relatively wealthy districts. The correlation coefficient between dis- 
trict wealth per student end the district proportion of nonresidential 
property is .088. This implies that, in general, wealthy districts 
tend to have a higher proportion of commercial and industrial property 
than poor districts and thus receive relatively large price reductions 
which lead to higher levels of expenditure per student. 

Columns (6) and (7) show rhe patterns of expenditure per student snd 
tax lates under a DPE plan in which we take account of the property mix 
but in which we assume that each district can be described by the values 
of the independent variables "of the median wealth district other than 
wealth, mix and price. The patterns conform closely to the patterni: re- 
vealed in columns (4) and (5). 
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tepotti the vre8uit3 of simulations that are based on a 

HHS plan and take account of the price effects caused by districts' property 

nixes. The median wealth district is the key district. Column (2) shows 

the prices which districts face under WNS while column (3) shows the price 

37 

faced by districts after also taking account of the property mix. 

Columns (A) and (5) show the patterns of expenditure per student 
and tax rates when we incorporate the districts' own values of the indepen- 
dent variables. The differences in expenditure per student between 
districts are due to differences in property mixes and the other indepen- 
dent variables except wealth. The pattern is that expenditure per student 
tends to be higher in the richer districts. Since the direct effect of 
wealth has been neutralized by WNS, it must be true that the other; inde- . 
pendent variables are correlated with wealth (we have already established 
that the correlation coefficient between mix and wealth is .088)* 

However, as expected tax rates decline as a function of wealth uhder 
the WNS plan. 

Columns (6) and (7) report the results of a simulation which employs 
a WNS plan and takes account of the price effects caused by districts' 
property mixes. Each district has its own values of wealth, mix and price 



Column (2) of Table 9 is, of course, identical to column (2) of 
Table 5. 

38 

The tax rate is calculated as 

(l.Sp (E^) 
t g 

Even though P. determines E^^, LS^^ must be used to calculate the tax 
rate since the tax is applied to the entire tax base. 
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Table 9 



Simulations of Educational Expenditure per Student and Imputed Property 
Tax Rates Across Pennsylvania School Districts Under WNS (Median Key) — 
Including the Property Mix 



(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 




Price 


Price 












without 


with 










District ' 


Effect 


Effect 


Expenditure 


Property 


Expenditure 


Property 


Wealth 


of Mix 


of Mix . 


per 


Tax 


per 


Tax 


per Student 


(LS.) 




Student 


Rate 


Student 


Rate 


^ A 4 

($) 




(?) 


(?) 




($) 


(X) 




.85993 


.79679 


540^3632 


.061874 


671.1381 


.076848 




.91318 


.81234 


586^3053 


.047048 


697.1534 


.055943 




.93339 


.68451 


732.0149 


.051605 


834.8346 


.058854 




.94507 


•89628 


537.0653 ' 


.035174 


656.7186 


.043011 


1 C A C C 


.95450 


•84130 


613.3470 


.037880 


703.1683 


.043427 




.96298 


.81716 


671.5588 


.039359 


728.5315 


.042698 


1/ > JZD 


.97040 


•76528 


743.6785 


.041652 


780.0941 


.043692 




.97595 


' .86843 


67-2 ^2244 


.036401 


696.9492 


.037740 


19,317 


.98578 


.85742* 


641.0938 


.032716 


711.9280 


.036331 


20fl75 


.99199 


.82306 


683.9870 


.033631 


743.9786 


.036581 


21,329 


« ^^^^^^^^^^ 

1.00000 


•80585 


764.5149 


.035844 


764.5149, 


.,035844 


22,274 


1.00629 


.85732 


679^3132 


.030690 


725 ..8156 


.032791 


23,724 


1.01550 ' 


.86643 


721.2882 


.030875 


724.8289 


.031026 


25,133 


1.02401 


.83719 


752.5192 


.030660 


754.2832 


.030732 


26,581 


1.03234 


.89650 


693.0724 


.027111 


712.9629 


.027690 


28,598 


X.04331 


.78375 


969.6693 


.035375 


816.2798 


.029779 


30,699 


1.05406 


•93077 


771.6436 


.026495 


701.9360 


.024101 


33,100 


1.06560 


.89726 


808.0063 


.026012 


733.7978 


.023623 


36,499 


1.08076 


.79871 


906.2540 


.026835 


828.8315 


.024542 


45,699 


1.11646 


.77771 


931.9342 


.022768 


875.8517 


.021398 


90,260 


1.23190 


•96439 


850.5416 ' 


.011609 


785.4143 


.010720 



Source: All numbers are derived from data made 'available by the 

Division of Education Statistics, Pennsylvania Department 

of Education, 
t 
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aiiilJi«ilJthe median dlstrlcc's values of the other Independent variables. 
Since WMS uses the price to neutrali«^wealth»_the ^nly remaining deter- 
minant of differences in districts* levels of expenditure per student Is^ 

r J 

the property mix. We see quite xrlearly that the mix factor tends^ to ' 
favor the wealthier districts. And in this final' case we see, once again» , 
the very familiar pattern of tax rates declining as a function of wealth. 

• . . ^ . - • . 

DPE and WNS Compared tp the Existing Expenditure and Tax Distribution in 
Pennsylvania . *^ 

As a final pointy it is of interest to compare the results of our 

simulations to the situation as it actually exists in Pennsylvania. Plotted 

in Figure 1 is the actual level of expenditure per student f or ^Pennsylvania 

districts in 1976 and' the simuiated levels of expenditure per student expec- 

* 39 * * 0 

ted to emerge under the DPE and WNS plans. Figure 2 presents the tax 

rates that existed In 1976 and the tax rat^s generated by the DPE and WNS 

simulations. 

Figure 1 shows that under the existing subsidy system used in Pennsyl- 
-vaniat expendituxe per student rises as a function of wealth. The poorest ^ 
district has expenditure per student of $696 while the richest district has 
expenditure per student of $1^861. Tbe DPE system woul^d completely reverse 
the wealth bias.' Poor districts would be led to spend at very high levels.. 
($1^912 per student for the poorest district) .while rich districts would ' " 
be induced to spend at low levels ($353 per student for the richest district). 



The simulations plotted in Figures 1 and 2 ^are those In which the average 
level of expenditure per student was set equal to the actual average level of 
expe.iditure per 'student in 1976 ($l»b44). 
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tidy irjesult i of course^ to the wide range of prices given by DPE 

coiiiniM^^^^ strong responsiveness to price effects* 

coB?)afi8on. t^ the actual system, the adoption of WNS would reduce 
>the ^Iffer^^^ of, expenditure per student between poor and 

ff^h iiitficts would spend $845 per 

sti^e^i w^^ would spend $1,137 per student. 

""^though ther^ a positive relation between expenditures and 

waltht.^^t^^^ t^Utipii;m^^^ due; to factors that are positively correlated 
Jii^^^ mix) since the direct effect of wealth has 

::^en heutraiiied. * For districts in the middle of the wealth range, the 
- :lj^yels.^^^^^ under WhS and the current system would 

be nearly iilcntical. The. main /effect of tSttlS would be to reduce the dis- 
*paritle8^% poo^ ^^^^ districts. 

?^Flgurk 2 jpstjnit^ actxial taac rates with those that would 

be generated undir DPE; and WNS. There is no clear trend In tax rates as 
a futtctlon of wealth imder the ''current system. However, under both DPE 
and WNS tax rates fall as a function of' wealth. Under DPE the elasticity 
of the tax. rate with respect to wealth is (a + 3). Since we have estimated 
that o - .13491 and 3 - -.9333, this means that the tax rate falls by 
.7984% for each 1% Increase in wealth. For WNS the wealth elasticity of 
tlie^tax rate Is V- -I- - 1). Thus, in this case, given theWalues of a and 
3, the tax rate falls by ,855% for each 1% Increase in wealth. 

Under DPE poor .districts would face relatively high tax rates because 
DPE would Induce them to undertake high levels of expenditlTf e~.-^ -By fprovldlng 
a 1% change in price for .each,l% difference in wealth DPE guarantees that 




:;|:;,: 
::i:::r 
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education as if it had the tax base 
<of t But given the same tax base and spending more, 

^p,Mrf,^l8trict^^^ tax rates than richer districts. ^ 

; Und(^^^^ given a. 1/7Z change In price for 

J^jbH ;iX^^^d^ ^Ince the state subsidy Is less than the 

tit:-" _ of poor districts Is less 



f:f' 6> than thft-tax base of/^ealthy districts. Given that all districts under- 

Sir ^' '^^ 



take ^ab^^^^ the s jbm leyei of expenditure the poor districts with the 
smail^^ face higher tax rates than wealthy dls- 

trlcti.'^ l^ In; the treatment of taxpayers is tlie cost of achieving 

the eqi^^^^^ treatment f of students . 



f .. .. . / -* 



VI. 

SiMHAItY^iaiD^COm 



^: ;flti#:jp^ implications for both students 

^«Qd>ti^^ a district power equalizing system (DPE) 

ior system of Martin Feldstein (WNS). Both DPE and WNS 

afe!:mt:cM the state pays a portion of the school 

. d^s^^i^Pl^^^*^^^^^^^^ Bcfth systems attempt to offset the effects of wealth 

idifffr^tla^ ecudent by lowering the price of education 

of popr^^ IhejDra^^ WNS plans differ in the size of the price 

.fi^ductio^^^ districts. The DPE plan gives a IZ change in 

;prlfeefbr In determining the size of the price 

reduction » im takes accoimt of districts* responsiveness to price changes 

(price elasticity of educational expenditure) and gives a poor district a 

price which is low enough to Just offset the influence of the wealth differ- 

ehtlaivbn expeiu^ per. student* WNS achieves wealth neutrality in the 

♦ 

sensef that, two districts which are alike in all respects other than wealth 

:viil actually spend the same amount per student* DPE does not^ in general, 

* ^ ^ "J- . 

achieve wealth neutrality since it ignores^ districts * responsiveness to 

.^-^ _ 

price changes * 

To determine how Pennsylvania students and taxpayers would be treated 
. under^^he two plans we: have estimated the school district expenditure re- 
spotislyenesiat to price changes (price elasticity) and wealth differences 
. (wesith elasticity) * The- Vislue of (3) the price elasticity was calculated 
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|l? V^^^^^^ fto be^fi 9333^1^ the value, of the wealth elasticity (a) was .13^9. 
f^^F'J are estimated to be approximately 

rseyenntU^e^^^ to. price effects as to wealth effects. 

^^•^^ '. to^ of studentfit WNS achieves wealth neutrality 

Hyhgiv:^^^ change in price for each 1% difference in wealth. 

;Sincer^e^^^^ Vchpol districts are more responsive to price effects 

- : than^tfe w the bPE plan which gives a IZ price change for 

(each^iZ dlf fe'rjince in^^^^ poor districts to spend at 

rhighier Jieyels: than wealthy districts • 

The itr^^ taxpayers under the two systems can be stated using 

the r^enue '^^ to each 'school district • 



.A 8i9q>le rearrangement shows that DPS guarantees that expenditure per 
student per IZ of tax rate is independent of school district wealth (effort 
equity).. 



(S.2) 



Under PPE price differs among school districts by IZ for each IZ difference 
in wealth. Thus^ the left hand side of (S.2) (expenditure per student per 
IX of tax rate) is the same for all districts. 

^^See footnote 11 for a discussion of this revenue identity. 
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the effect of the property 
y/residehts vs; non- 

and tax rates. .The, 
price pf education to 

districts under- 



^^'^^^■'"i:it§ifellgi»r:§l|^i^^^ -face higher tax rates 



43 

residents. It 




.^Sfealth? Aiftrlct jpropprtlpn of nonresidential property 



V ^'iii^ iOM., 'thu<>5ve«ithj^i4^^^ a higher :pr6pprtlon of 



F'Si ''■^J---^no^^ large'- .price reduc- 



'tidn8.<i^ich .iMdn^ of. expenditure per student. 



1^1 . The^^^^ tax rites due to the mix Is discussed on pages 53 



^ r ^ WATKmAtmtmUTlOfSOUCATIOII" 

^ TOWARDS THE DEVELOPMQTr MORE COMPREHEJJSIVE MEASURES coucatkjnal irkourc^s m^HKim 

^ OF SCHOOL DISTRICT WEALTH* ' ^^II^C'^^JT 

^ » ^ - . . rtcefved from the person or orgMuntion 

" ' ' - ^ . ^ ch«nget hav« been made to in^rovt 

Introduction and Overvlev repfOQuctK)nqu<htY. 

: I* . :- - ^"^ • P-»«»«o(y«wofop«nioo««tJledinthadoc«- 

V / , Most states today still, use property valuation as the sole measure ;:^'^^»~;^'»»''«p«-"'o«w-»«' 
of elie abiU^^ to provide, educational services. Yet 

tthcire la Incrcaclng x pron^ted In part by legal challenges, that 

bi Jider neasure capacity are varrantede Significantly, seven 

States have recently uhderta^ revisions of their basic measures • In 
aost tases. Income has, been Included along with property as an additional 
, f Iscal ^capacity varlab^^ However,, there remains the problem of the best 
TOthod '61 com^ the two, as well as the appropriate weights to asso- ^ 

elate with .each; . * ^ ^ 

w In the present paper, we shall examine more closely the problems 
encountered in including both<income and property wealth in an index^of 
schooX district fiscal capacity. Several alternative ways of ^combining ^ 
tiiie}; two will be explored, with special focus being directed to four j 
ctat'es. . We shall alsQ ^nal^^ze* how the various alternative combination 

» and weighting schemes texKl to affect the relative rankings of district 

jflsci^^^ rural, etc.). Finally, the 

IkplicatlpnV of these alternative fiscal capacity measures with respect 
to the magnitude of state aid and the achievement of fiscal neutrality 
shall be explored. - 



*Robert J. Thornton .Lehigh Unlveroity 

The author wl^es to thank the following persons for support and 
assistance reii^^^ in the preparation of this study: Ms. Esther Tron 
of the .y.S.4^^ J. Richard Arpnson and John 

Hiil>y.o^ (for computer assistance), and^ 

Pit Shoujp (i^^^^ Mr. John AugenbUck of the Education 

Cponlssio^^ the States was generous in making available to the author 
seyeral^^^^ the Commission. Needless to say, any errors 

cpritained in the study remain the sole responsibility of the present author. 
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^>;-:'<:|^-^:y-i5i« chaptefs . Chapter I dis- 



■ ' a- " '-' 

5^S-,/.r-/-4?vaiii^ M- additional cpmpojient of 

-standpoint .| It 




vglic^v^^^^ of States have recently 

K- > ^ ijv ik«**"!*i!*4^'t*ik^^^^ ilonS- 



•.■.J. 



C3|ia^ter critiques the various nethods vbicl^ have been 



'l^epti^ Then focus is 

l^^i4-- /^diw Ohlo^ Kansas and Minnesota as 

^^^ippiricaliy^lMS^^ are derived /via least- 

• -^y^' ^jry\, r::yy - ^..py: - / 

/iqwtm^^^^^ alternative nethod of deriving weights 



I'll* f-»H ' 

..... 

fen^ rT^^^v^ of property Into an income f low will also /be utilised. 

^As-wiil be seen, th^^ income and property tend to vary 

-grMtly depei^ii^ / > 

„ * In Chap^^^^^^^ cbiasequences of utilizing, the alternative 

weait^^ examined. First of.all» 

.att^tflra^^ is directed :tp chM^ in the average level and /dispersion of 
fiscal capacity by dist^ typ« wet the four states studied. Next> 
clMhgeii in; t^^ are simulated using the aid formulas 

cinnrcntiy in effect. Finally^ where possible, the f iscjll neutrality 
craipequences^^ atete aid changes are examined. 

' in Chapter IV, the ft^^ial chapter, a brief svima^ of the important 
:f Ihdlngs if presented. 
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r... : > , . ,^W^^ii^iy ^Wea^l^^ the school district or the 

IS ; to> ra^^^ iocaliy for school support. There has developed 



....... - . • : . . "f . 

lS:-r /g^^ with this method of 



ifeitoui^lft^^ distribution purposes. Principally, 

pfoperty^^^^^ Itself Is inadequate as the sole 



m^-^-'^i -"'s'^t' .aeasurugrdxstrxcc.^veaxi 



•iiittre of aCaistrlci^i Jisc*^^^ It is contended that local income 

•ho«^d 4e cqn^^ factor in measuring a district's 

\ *^re.we .nirtj^i<^^^ that income should be included 

;«» w^^^^^ In the first place, regardless of the 



<8^*cificr type^ income tax, etc.)» income is 

•Wbfti'iiwax^^^ the payment of the tax. Hence, it may 

ibt/i^iett&t^i<^^^ to pay, the tax.^ It would make little 



^i«h^i, Ifor exaisp little or no income, as 



Ill^r^: ^ t&fK^ti^ breakers" for the elderly in some 



i7^to. ^ i^TOugiioiii%^^^^ district "wealth" and "fiscal 



„ Sae mear O^^ of School District Wealth (Denver: 
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i.'fj-rs*- . '-' ' ■- ' '.' "V;-. 



^Iv-'^^-ri'-'t ':'^aSc^ («*g>> Ipw«) are empowered- 

l^r^' ' Jtocd»e is; M of such 

V ^.diitri^^ .ibiii ty to ttilB^j^^iar^imKB. Even^ where a school district 

\r •lijf^^^ (e.g., New* York City), income 

few ^^;::^3V^ f '"^ '7''\' \ 

'IW^^ *l|xei|: fievied ;by the;(g6vernmental body are often used to finance educa- 

:tioh|l cases illustrate is that restricting 

\:[''' V' \" ' ^ ' - , ' , \, 

::fi8cal<ica^ result in understating the 
: ability; of tax dollars. 

In^ a^^^ body of evidence that income is an 
jiinpo^^^ school' district expenditures in many states. 
iUi^^li^^^^ of correlation (r) be- 
tween^ local expenditures per pupil is 
4p^^5p^ In Colorado Md Washington respectively, the 

coefficlen between median family Income and state^nd 

^ ^ 4 
local.^^^^ Is +0,36 and -H).40., Moreover, as will be 

pointed put below. Income per pupil and local expenditures per pupil 

are^ highly correlated in each of the four states which are the subjects ^ 

of the .present analysis (Pennsylvania, Minnesota, Ohio and Kansas.) 

The case for including income as a supplementary measure of school 

district wealth is made even more convincing when it is realized that 

proper t^^^ Income are hot always highly correlated, as Table 1 

indicates. For districts in the thirteen states listed in the table, the 

corrieiatlon coefficients between property wealth and income are generally 

.imil. and^^o significantly different from zero. What this implies, 



'Ibid.. 



■ Ibi<i ;. pp. 11-12. 
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''>>''-v /vV' " "^FtrpWpil^/ Income /Me'asur^^ 



Coraelaitioh Betwieeh Property Wealth 

' 1 - Per Pupil anii 
ilneome Per " 
: Piipli 




6v38 



6.56 



Income Per 
H ousehold 

0.15 
-0.15 
O.IA . 
G.2A 



"-mi«|uriU(ll7i> 
f,^«fiafr«<BX^^ 

' Ohio (1977)^ 




tl*.:«bwi .t«bl«; ir appearing in Allen pdden, 

ScKooi^FjOttlricij^i^^^ In ^thi> Statei;. 1978 (Denver: Education Conmlsslon 
if:th5iStatiir^9785|!5^ parentheses refer to the 

yiafi^VcorrM^^^ respectively. The foot- 

^?ii6t«¥iaii*ertf;referr!to^^^^ rbelow. - „ 



{(1): A^thi|r:^^^^ Intiauality iti Calif ornlia School Finance: Dimensions ^ 
■ > ^SoitfcMUvt^^ iUmd: (torpji^ 1975):ti pV Ala 

iaVvAUifcM^ In the State s: 197$ (Denver: Educa- 
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~of^ course may also be low income 

districts (and yice-^yersa) • Exiuq>les of tAe former include some large 

^cities yher^^^ are high but average incomes are low. Farm 

xoonmiti^ situation of a high-property-value/low- 



incoM^i^ On the other hand» in many residential suburbs of large 

citlMy fp^^^ the opposite situation may occur The upshot of the 

iWvobM the two variables is that both property 

and' ihcoM7Sh6i4^^ included in a more comprehensive measure of a dis- • 
trictVs fiscal capacity. 



WhyJAlternitive^Measiires of District Wealth Are an Issue 
Invthe now. faaibus Serrano v; Priest decisipii of the California 
Suprime Co^^^ that the quality of a child *s edu- 

xationVmay not be: ''a f imctipn of the wealth of his parents and neighbors'' 
without violating, the equal protection clau«fe of the Fourteenth Amend-r 
aent to the United States Constitution.^ The Courtis ruling^ of course^ 
tmderscpres the necessityXof deriving accurate and equitable measures 
jpf IocaI ^ Interestingly 9 the California court implicitly accepted 

tanbie property values as a legitimate measure of district wealth or 
fiscal capacity. However > as Akin has pointed out: 

There is littlejreason to believe that later decisions 
of 'this type will not take the^ position that effective equald 

satioh of taxable propetty values does not necessarily coin 

tute equalisation of ability to finance education* . ..Ix seems 




487^ P. 2d 1241, 96 Cali Rofe^ 601 (1971). 






iu^/Tftiii^t^ to the 

[jtfl^linii^ is^ 'called for 

§J-fSv^;lVi2''^'i^^^^^^ to be ful- 



P'i*? AfeT.'i;* V^f -•••^•vJ^ *• Y^S't-.-* '-^IvV-i^-t^-^:*-.-.-- • . • . 

the U.S. Supreme Court con- 

, , A .C^^ finance dystem which generated 



fe? Violate the Fourtc ith 

||?J^.^;^^^V proceeded apace at the level of 



- ■ . • 

■-■.. 



^.■'. 
f;' 



^^t^ .^atati court8>: albalt under changing achool finance litigation stra- 
ttagiii.^ decisions is that of Cincinnati. 

v>: Eiaex of the :dhlo: Diatrlct Court in 1977 • Although Ohio passed a 
gMrkhte^^^ a fiscally neutral 

/•yst«i>v the Ohl^ gone beyond the simple property 

wwilth aspict ol Instead, it has suggested^ that 

:educati<mai^^ depend on either local Income or 

local votM^^^ " - . . ^ 

Ey^nin tfe however i the 

;pro^er w««ith is an in^ortant question to citizens and 

.jpolicyifiakeM f« In most states, 

: ''jdhii AWLtiv "•Fis«l Ci^^^^ ^ 
r;»A»4««<ftn "^ri: T«t;Ai^ National Tax Journal . Vol. jff^ , 

7\ ^ ^San Antonict. Ina4p. School Dittrict v. Rodreguez . All US 1(1973^ 

-^%6r ;an .«ciiiii^^ retent •chool finance litigatio|^iflBee A. 

: ^den; iSchwi!yMiin(^ States s 1978 , pp. 9-13. 
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; * .1) Prbpierity yai^^ 'ueen adjusted (multiplied) by 

^^n 1^^^^^ the ratio of district Income 

(pcr ffamll^^ to the nedlah. (per family) Income of the .state. 
lUiode Island m Connecticut currently use this form of adjust- 
mejfit: and upilze Income figures derived from' the Bureau of the 
Census Information from this source is not available on ;^n 
annual basis* ^ ^ * ^ '~ ^ 



^^!*St^"'^5^-P?*^P"^^J? valuation (with 



t^^br^: ' li^plic^^ to each) in order to 

iff > w ;?<iirhieveKim^^^^^^^ income wealth. 

^i^f^'-'^'^ ^J'-'I^Wi^^^ type. 



^ CAi/Ta^ one of the two forms 

(Of::lnc<^ described above. Significantly, simi- 



1?.;^. ;. ^lar:irealth;iBtaTO^ in several other states, 

x J'i; Ihnf actw Jevra allt are beginning to compile income data by 

.'i B^l^!?^^ their school district wealth 

V Fieasures 1^^^ In most of these states , this has been 

1^^;^'-- ' ■ . ■'^ ^^^^ - ^ ' ' rl- ^ ' ^ ' 

}nini taxpayers to identify school 



|istricts^:m itatentiuc returns:. 

: ^6 '!^^ i*^PP®? as an additional component of fiscal capacity 



i^isvpi^^ 91 the prob however. The other half is that of the appro- 
priate s^^ associate with income vs. property. Reference 



, :6hce the substantial differences which exist among 

the seyeh stat^^^ income in their fiscal capacity measures. 

lUn8«i8» for instance^ uses an effective 50-50 weighting system for property 

' ,* ^ . ^ • . " 

yaiuationi a^^^ The Maryland weighting scheme is 

Msentlally the same as that in Kansas. The Pennsylvania measure, on the 

« ' ^' . > ' 

<>*ther; *^^^ ? 605? w^isbt to property valuation per pupil and a 

C ^P?^{ve^^^ pupil. The states of Connecticut and 

|lipd4 IsiW th% ratio M family income to state family income . 



IS 



V '^^ducati^^^ Policy Research Institute, A 

SchooilFlhahce^R^ Income for the Fifty States , 

(Washington:;!^ v ' 
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state ^ 



iCotiiiectlcut 




Table 2 

:^fates in and Prot>erty are Used 

^iMeasures off Local-. Ability to Support Schools 



Iterylahd 
Missouri 



Pennsylyarila 



/Description 

Property yaltiia^ modified by ratio of 

toraVa 1969 me^^^ t/mily Income to state average. 

;FpurrTyear avew^ adjusted property valuation plus 
President taxable J:ncome in the district. 

Troperty^ taxable Income per pupil. 

Property yaluatlon per pupil, with an income factor 
uaed t^^^^^^ local effort in the foun- 

dation pM aid formula. (The income factor 

ii/!comjp[Utra^^ deviation of a district's 

adjustcd^^rbs^^ income per return from the statewide 
.;average/)"^ 

District wealth measu is 60Z dependent upon property 
yalmtlo^ per^ and 40% dependent upon personal 

}iTic6mi/;pet pupil . ...... 



Bhbde Island 



Squaiized; property valuation per pupil modified by a 
■mtdi9^JtiMl^ income ratio. 



yirglnif; 



Cb^>68lte :lhdex inclxsding real property valuation, 
IndividMl income, and sales tax on both a per pupil 
and: ai:per capita basis. 



-1 4 



^o^rces John Aiigenbllck, School Finance at a Third Glance (Education 
Coianlas^^ 
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tb^veigh^ Such a ratio effectively constitutes the 

equiyaittht of a variable additive weighting system for income and property. 

Vhar the above' discuss 1^^ broader measures of fiscal capacity 

used in seven; states shows is a lack of agreeicent on just how much impor- 
tance should be attributed to income* Most likely, the weights currently 



see the nature of the variable weighting system iinpllclt in a mul- . 
tipiicative income-ratio scheme, imagine a state with three school districts 
with. (per student) property wealth and Income levels as listed in the table 
jbelow: • . ^ 



District Property Wealth (P) n Income (I) 
A. $200 $100 
' B 80 150 
C ' 100 125 



Assunne that all three districts ^re of the same size, making I » $125« 
If the measure of fiscal capacity is defined as property wealth alone, 
district's fiscal capacity is $200, district B's is $80, and District 
C'S' iB $100. With an income-ratio weighting scheme for property wealth, 
however, district A's "adjusted" fiscal capacity (FC^) would be: . ^ 

FC^ " <V^^ .^A " 
In a similar fashion,* It can be seen that FCg « 96 and FC^, = 100 • 

To see what system of (additive) weights for property and income the 
.above; ratio-scheme is equivalent to, it is necessary to solve the follow- 
ing equation: 

FC. « W-I + W P 

A 1 p 

where F.C. is the "adjusted" fiscal capacity of the district in question 

and W. and W are the income and propertv weights* Imposing the' constraint 
i * P 

that W . + W « 1, it can be shown that for district A, W. « .40 and « .60. 
i P ' i P 

F6r -district B, W. « .228 and W^ « .772. In district C, whose income level 

± P ' . 

Is at the mean^ the property weight is 1.0 and the income weight is 0.0. 

therefore, it c§n be seen that a multiplicative incomc-'ratio weighting 
scheme for property wealth (such as that in Connecticut atys Rhode Island) 
Is equivalent to a variable^ additive weighting scheme for income and property 
«*ere the weights would differ from district to district depending upon the 
values of Y and P. • 
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v;'-^ - ^ v-'Jt«^7;*Vik^' mim^it%~^m^. iaik.mii'%tSi^ mm^I 4 ' J»mm%«^Am4 A - -*< 



iiifittcii.:^«fl^^ uncertainty. But it 

M^\y^--^i ' 'tii^li«S5rf inr to ;te*il«^ the determination of a logical and defensible 
iyiitiii;. of v<^^^ fot the purposc of evaluating 



school finance programs. 



WAV I 



10 ■ 
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) 7 iitliuri^^ yi»c*l capacity 

. in.iOifepter:' X w dltcuiised: th^ r«tioni|ie for including Income along 
_; vl^ capacity. In this 



^.clj^ter 1^^^^^ nethods which have been ^ 

^m^es^ literature for combining 

the >t^* ' After strmgths Md shortcomings > we shall then 
attovit to d^ set of appropri^ for Income and property 

for the |6ur s Mirye as the focal point of our analysis 

^ r«-PennsyiysA^^ 

PreviousiEf forts to jfeasure: Fiscal Capacity 
> Nosi^: approach^ fiscal capacity of a given juris** 

dictidn.;my ^^^^^^^ basic types: 

1) those liMct^^^ a function of economic 

* ^ -tedicator^^^ •8* t C^^P^^^y veaith and incoiae) » 
. .J - -/2) itnioM^ te terms of the tax bases 

% <^aliid>ie to a :goveri^ the amount of revenue 

* . ^ ^ ^ . - • ^ . 1 

S I Vhlch/coidd 1^ produced by taxing these bases* 

^Because .of the .dpl^^ the property tax as the vehicle for financing 

Ideal educatidhal es^ the tax base method has tended (until 

recently) t6<br the approach most frequently advocated and used. , . 

^IfeverthelMSy 'invt^ attempts were made to link 

incoM^^^ an Index of fiscal capacity in line with 



jtilie econbnc lndica^^ In their 1923 study » George Strayer and 

■Advisory' Relations, Measures of State 
aiid-K)car.^itcai^^Ci^^ '(W&shlngton, D.C: U.Si Govemnent 

Printing Of flfi .1962) ,7pp> 3*11. v V- 

,, . _ ,, .^^ 



1 . ♦ 



V: 



to pay. for the state 



J 'vbrjK^^^^ In question was added 

iti^iOX^If aa?^^ tW/co5j«ty* 8 property. The sum was then 

"■/j-':-..r""";r r"- ■ ------ 



-J 



^> -^-di^^^^ The logic underlying the weighting 

; r 7^.:.^^^^^^^^^ not JMde. clear. Strayer and Haig mentioned 

' in establishing the precise 

4 O VVeigK^ • iahnot be .^^ the t/esources at 

: thc?dl8|pMl^;0^^^ Three years later,. John Norton de- 

' - ^. - - ^ ' .A / 

J yeiopcd' a His fiscal capacity index was 

^ ; / ^pecitied^^^^^ plus. phe-'Jenth the value of tangible 

f y " v^toperty in Nortdri, as did Strayer and Haig, noted the 

'^f; : ••iliadeqw^ of hisiln<JiW from a strictly scientific point of view. 

: ;Neyerthel^^^ «ade little difference in determining 

the: feiatiVe fis of the states whether as much as 

::i/3^br ;as iittie. as 1/20 of property wealth was corabi^ned with income. 
' As .William Sparkman points out^ these two early methods were seldom 
; ^ used after their initial appear**nce-^ However, the underlying principle 
%8 en^^^ a rehwed interest in the 1970* s, as witnessed by the seven 
^ sUtes which have most recently broadened their fiscal-capacity measures 
^alohg the lines ;first suggested by Strayer-Haig and Horton. 



George Strayer and Rolhert Haig^ The Financing of Education in the 
State of^ New York , Educational Finance Inquiry Commission (New York: The 
MacMiUanConqimy, 19^^^^ 172* 

^ibids , p> in. 

^John K. Nortbn, the Ability of the States to Support Education (Washington, 

b;C;::1litionai EduMtidn^^^ 1926), p* 17. 

... . - . . , ^ .... 

^iKia« . 

V ?Wii!U«B .Spar^^ ;*^e Relationship Between Socioeconomic. Variables 
iind ;Stit4>Eff6ri fo^^^ of Education Finance . 2 (Winter 
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' ihm Myi^^ on Intergovemioental Relations (ACIR) 

Km put Jorth'^t Is probably the best known nethod for neasurlng. fiscal 
. ci^clty, tHe- io<^Iled *^repT«M tax system" approach. The ACIR 

iwthod- emiifts of fstinatlv^ a: single rate for each type of tax, a .rate 
>;^i<^'vhM slvuitaneo upon all taxed-^urlsdlctlons will yield . 

the AjCt^^^ type v^lcfh has been collected for all 

jurlidlctiloM Vhtn this single rate Is multiplied by the taxable base 
p£: the Jurlsdlc^on in^^^q^^ the resulting figure is the "fiscal 

capacity^' of that Jurisdiction as defined by the^ACIR for this particular 
*type;^o* tax. For tha base of. other types of taxes, a similar procedure . 
Is follqvedV ' To calculate a aeasure of total fiscal capacity for a 
;glven Jurisdiction^ the slnple sunnatlon of each of the separate tax- 
specific fiscal capacities Is undertaken* essence, the ACIR repre- 
sentative tax system approach Is equivalent . to a weighted-average tax 
ralreVbased on the actual fates' used by all the jurisdictions In a given 
population.^ The product ^;of this velghted'^average tax rate and the tax 
base.:lh question yields the fiscal capacity. 

Despite J:he simplicity and logic In the ACIR method, there are a 
number of problems with the approach yhich have been pointed out by John 
Akin. The most serious of the criticisms is the A^CIR's treatment of 
various tax bases as independent vhen^in fact they are not. As Akin puts 
It^ *'The average relationship of each base to its tax revenues is determined 



^Advisory Cjarmmlssion on Intergovernmental Relations, Measuring the Fiscal 
Capacity o f State and Local Areas (Washington, D.Cs: U.S. Government Printing 
Office, 1971). . ^ 



Aklnt OP. dt .^/pp. 278-81* 



371 



?ylttt m> the fact :th«C the tieav^^ one base My pre-- 

clttde>~the h the constraint cf Income and 

. • vealth^^ escaa^lit It Is generally recog^^ that ^Income is usually 

: the- ultlMte. fl^^ the paynent of a tax» whether that tax Is a property 



;* taxi^sales^ t^ Consequently the he'kvy use of any particular tax 

V type^novdd teiid tq.%lp^cally ra^^^ the ability of the jurisdiction to use , 
aoy^of'^the 6t^^ Better putt the separate fiscal capacities 

^fbrieach tM upon*' one another. Yet^ the ACIR 

Mthod nake^ Theoretlpallyt no matter 

how h^^^ a jurisdiction happens to be in any one tax 

category^ Its fiscal capacities- for *the other tax types remain unaffected.^ 

Becaus%of this serious: fljw l^^ ACIR method, Akin has suggested tnat 

** ' ' 

iin alteraative M be utilized, one ^fhich (like multiple regression) 

allows for the relationship between alternative tax bases to be analyzed. 

^ : . . ^ ^ 

^^^Further discussion of this methodology will be presented later in this 

\ * - > • 

chapter* , > ■ , 

Problems of independerice aside, our reason for not utilizing the ACIR 

approach in the current study is more basic* The ACIR tax base method \- 

allows the inclusion of only th^e tax bases which are actually^ taxed f>y . 

the jurisdiction in question* Sli^ce school district a in most states dc 

« • « 

not have the power to tax income ditectly, strict adherence to the -ACIR 

method would preclude the addition of income in a measure of school district 

• fiscal capacity. - - . 



4* 




i 



^ibld.i p. 278. 
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measurer- 




aitefndtlve methods, McMahon shows 'that 
:lai^ io Iriconie arid assets j 

More Importantly y however, 
conversion fate can> be utilized 
^mVertixift^rbperty to an lncome,.f low or income to 
^M^'k^^i^f^i^M^ in.effect 'becpmes^the ^*Vei^t" to 

'«ppiy^tb}ifchfe^^ iFor example, suppose it is desired 

Kll^^^'^ ^llb?>i^^ and the -property- 'conversion 




fei#M-5--"i*iflcl::>^^ fiscal capacity. Inclu- 

^f^%?i^^l:>;-^■-^^'M•;M^Hai^^ be-aiscussed at greater length 

^:?^¥V^^t:«^:i^ however, It should 

^S^I^itT^^^i^^ In which Income and 

^^r- - v^r.^^ -r^: r . ' : ~ — - — ^ 

'Sd^vJ^v ...ii^^ of fiscal capacity which 




finance literature and It. the measures 



^'-"^ *iiriicli5^.«ce?^^^^ 'states . 

%i f ^itenuiti^^^^ A Four-State Analysis 

ft^r/.^C-ii^'Vln^'!^^ V6 will attempt- .tp^-a^^ the ques- 

P: :. ). ^ ;^^ wealth Into an additive 

'V -^r-'^s ^ - - ' ' • 



t :^ .V .1^^ reasons mentioned In the 

r^^JlV^-^J-Vilf^y^?^^^^^^ 8^^^^ iricotne^d property 

^r^ : Imithji^^^^^ Include Income as a component of dls- 

fcrlctijfisci^^ We , will also avoid the representative tax system 

;f|pirdacjiX^f s'h? ^^^^ approach would exclude Income 

M .aiicq^bheni^ ^ district fiscal capacity. 

V/ Iiigte^^ proposed by John Akin and by 

Waiter iadnvsugge^^ that the relative importance of Income and 

t»r6i^frfy fft 5>thi>r ^' y^f^ il i^y»4fting--le vtf*1fi nf governmental 

"a : X- „ ' ' ' /'^ , * "13 

/:i^peh^U^ ascertained by the use of multiple regression analysis. 

%?ir^gressirig^lbcal gw^ (here school district) expenditures on In- 
-/COTe ai^^ wealthy the. relative Importance of the two In determin- 
ing a^^^ estimated. In contrast, the McMahon 
Jpprpach^ Income and property wealth Into the same 

^ --^ ^ • \ i 



8piid (though 

vdiffftra^ for; ilcid^ apjproprlate weights* The imiltlple*- 

ascertaining the appropriate 



; vtithts/ based ■ on -bbserved school district expenditure, behavior* It Is 



l^iv; >V\^^\^ to: the weight de^ problem, a 



Iff 1 V 



1^ '^1-^ 



r1/ 



^^|^i^?fto>^^ by McMahon, 

/ ^^TtMse/ t^ analyzed and tested 

seiiarate^^^ Pennsylvania; Ohio, Kansas, 

and tSeyerai .re^^^^ ^he selection of these par- 

-ticuiat s^^ Oiae oFtheCM^^^ importaiit was the availability of income 
data*^ that now collect income by 

.-school 4^^^ Mqrewef, states (Pennsylvania and 

'lUnsas) are^now usj^^^^ which are^bi^d on both district 

.tocoM^^a^^ the weights associated with each differ, 

;^e other twa only property as the measure of 

dlstrietl wMith, As has been previously mentioned, however, the Ohio 
^iUitfici Cp^^ decision of Clncintiati vs> Essex has recently brought 
.into quM eonstltutlm^ilt^ of the Ohio wealth formula* Minnesota, 

^s upther state In lAddi recent fiscal reforms have been under- 

takisn« 



The Regressi6h«^Base^ System 



In::^the 1^ to deriving weights for .Income 




md tprpp^^^ dletermlne the linear combination of 



tt^l Vt^ the actual spending practices of 

all schM^^^ Specifically, if E stands for 
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U7 



'•A 




^p'S^^ISii^^i^i^^ the >• •■••?:« the:net .regres- 

liJioclattd with a $1 

average for the 



diitr let «ducajtipnai ^endl- 



;th«m/be.:coiwerted- int? percentages" weights 



t-:cl.^^^^^!:^rpS^^ii^^ B'^*^ certainly other 

J;^t^i#«^^*^y^ differences- -in. district 



#1^9^^ variables as the 

^S^:V4^e^ variables to -eifplain 



Kathleen Adams, Fiscal Resp onses of School 




mmm 



^<^0|tKl%^^^ t^i ; regriiiton qua tlon 

piMMIp^ lie vlrtuaiiy :ail 

^''"''^i^ilMlt^ «»e Ir^baaad solely 

Cpnae^uentlyt the 
the basis of where a 
these variables. What 
(intch as the number of 
xB^^fi .fB&oi^tjrMf^^ ftj^f),.My;iieil .Infiueiice the -amounts 

^r-';^[^''o£^:»i«i^ do^not do so through 

addressed ^here^. In--ca8cs 
■^^r^<^^^^ bfders^ of 

coefficients • Beta coefficients 




KSt :V:: ^^^^Iffi^!^^ Bimpiy the result ,of 



MtjUMtll^^^ la Standard deviation units. 



„^,..v.;.v ^ ^ _J?oni<wiu^^^ i^liv indicate how much of. an effect 



0.. 



ie^gii) ihcome^xper' student \will have 



:|n;|L^j^^^ ^„;(igaiii'i! .Ih; standard- .devia^ .units)* 



15 



/ 



-the; fegx:es8idn etiuatloh with .all 
-The idvahtage' .of • this trans^ 

MliSl:/.i"r|j^pM5i^#^?8$lil%^^ !?lU- lndi<«te the percentage 



/ 



. ..^^y^ti^di^^^ 'pupU>. Expressed' .in,=8uch way, the- 

^o|f ficil|^t|'<o^^ nay- be -iuterprated as 



Kv«v-- tisft' of, •■beta' .coefficients,- <see.;Mordecai 

#^^M'%.^'fi*it*|Mima^ (New- York: John " 




inMivMi^lch fbilow^ #11 three of the 
diicuMedv be utilized* 




•fy«.stjt^^^ how utiilting an incore 
Under .the old Xprerl?77) iid formula, 

fiscal capacity* 
the following forinula: 



* 7 " V": " Tj blitrict Markat Value/Dist rict VADM . 



•till- are) determined by the State Tax 

^|i tl^|«^^^ General Assembly passed a 

p?::^^f';>^'-i^:L«|f:^^ °^ combining, the property aid- 

• ■'' v-'- 'f'^-;---' "i ipiatilet Personal Income/Dis trict WADM^ 

-v.' '-■ ■ "^rState- Personal Income/State WADM 

pgv ■ ... , ' 

^M^fy-'-',^'-'-:'Jlm^ Tax Bureau of the 

W^- ^^'-•■ ^-'''-^^^^ available on a district basis. 



ilghti^^^^^ 4f nembetthip 



J- A 



.-J 





deierlbed f bove, 
the property eld 
pcMe aid: ratio* In other ^ words » 




called the "Base Earned 
17 

aid aniouht* 

pi^'Si^ry;:!;;^^ the new state aid 

i^j^^^ |t„4|>plMra. that' the 60-40 yelghts assocl- 

S&lfyi^"^'^^^- result of ^political compromise in 

than the result of the deter-* 
A and property In district 

N^>>v r >^ ; : r«>r^-rTvf^^ TTTTr.:rrw^^r aXt^^^ Act 59 was passed In 1977, full 



^l^o^'fi'J-'-^ rathet- 1 

|?{^t;;t:;;'.-'. ■^''^;,-t«lial^gcl^^«;fnot^^yet^.6ccu^^^ 



' ^:';.■''|i»|C"]tei•eIEirn^ Is- determined as the smaUer of 




pTv'/*;-- V , , .... 7— -^7 ^ calculated as ^follows: 

-,;'4^.^tf^iM^ifMM^^?rj^^ or -more 

the base 
expense per 




ncfre than 30% 





rbMed weights for 
inalyzedi As of this year, 
V^Wwi^ All but one of these 

Pf3V^'j'S^l|Mcif^^^ equation (1) specified 

^'i«^^?^*^'vt^ It should be 



ijlS^f^^'' ^ •-^nStW^ttet^thifWs^^^^ of ' the basic equation have 

if|^-.i^ST-5l^^:'-|l« In -dollar, form; (b) with 

pil!;L'^:g;^^;^ -uiiits; (c) and' with the 



svarlablMrjiw^ 



tM^^^'Kl^?^\^?>^^b'^W^ of Jjoth the income 

ftl:;-.'' •v'-':?.i..tr \«ad^4roip4rty:' Wiibies.^^^ ,«'i^if leant (o « ,01, or less) in all 

V t^^ magnitudes of the co- 

IIsAK- -•l^^cf ^J^*'-*^'^ ascertaining the appropriate 

.i^lihtWsl lUnd^^^ that the percentage weights are directly 

;:pi^<^rtlonia^ the regression coefficients, the per- 

^;centagex,wi^^ (W^ and W ) in an additive measure 

"J' '^6f; fit4al.,<S«pad.l|jr-.M^^ as follows: 



Reg« Coeff 4_ iT" 

' st^ject to the constraints that + Wp « 1.0 

•> - * > 

and' and W are each > 0 : 



^^*Biyn;At^ of suspected errors in. the data. 



^ ' ' -^Zt is^^^.^^^^^^ that the correlation between income pr-r WADM and 

propertx^^^^ (r » .53) than for nAst 

<bf iij^^^^^ It Chapter I). Still, it is not so 

;Mgh^liiti^^^^^^^ appears to be serious. 




v.- >••"''■'"•' - ■ 

Regresi ton Coefficients* 



'^j^^^^'^S^'fl^ A' '.1-AA, %;^^'B^^rti^^ii 



'Constant: 


!/'Ihc-; 
^perVADM 


Mi Val. 

ipefWADH F 


<22.267); 


.0151** 
(.6015) 


^0175** .71 
(.0008) 


Standardized Regression Coefficients (B*s) 


6 


i2925** 


.6471** .71 


Natural Logarithm Regression Coefficients 



i(3y;,'liiJc.;.'^'Reyi- per ' 

■:r';-^itiiiGxinyr''\ 



--5^815 
Cri276)r 



.4331** 
(.0381) 



.7967** 
(.0283) 



.83 



/ 



. • levels two-tailed t-test, 

^ » siffAlfl^^ two-tailed t-teste 



* KxpliUM 



I 



on of tetiBd: %6c. Rev*. «■ Total general fund revenues of school 

dlstricta from local sources. 
Inc. •! Total Income pf taxpayers in district. 
^ M. Val. " Market vaiuatibh 4>f property. 

WJM « Weighted average daily membership. 
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each of the three 



fiptclf Ica^^^ thi, rtgrfMlon equition. The petceetaga weights 

ibaa(il: itt^t^^^^^^ (with the data In dollar 

iitiiui>.;.ir«;-s^ wWLle the property 

'WighWitend :t^ (ii9 and .65) for both the stan- 
;<Urdis«k(;'rad^ih^^ 

. \itoffe;iii^tanayr^^i^^^ ^n 

iiwi|h^s;'iuits6cUt^^^^ exceed the weights associated with 

incoM. Quite inters the emplrlcaUy-derlved weights do not 

.<liyE£«r .:appr^^^ weights currently used In the new 

/ - ' • \- "- , " . - , -20- " " • 
•^PinMylvan^ «ld-:f oimlii^' • • 



, :» . ??A ni^r of schboi- i^ are characterized by 

•xtr«iiieiy< hii^Vor^^^^^^^^^ of property afnd/or personal 
incoBe^er 5t^ 

iaae 'genetaiitr^d^ districts when values 

" of jSic6iefi*r?WAW plotted against leal 
'itwi^w.^tilVka/l',, Vthis suggests that our assumption of a linear 

riaitlons!»l)p>*l dlftrlct wealth and local 
,r«^enwii'!p«r 

' Meiuse- of ;this possibility, along with the 'desire to look at a 

we hoHbgineoiis -sa^ districts, we analyzed a nodl- 

fied' saiiple of Id^ only of iistricts whose Income 

'per .WAm a^^ within the 5th and the 95th 

p^cTO^iies of :AU The weights for this 

ibdifie^Ciin^ie of^^^^^ did not differ appreciably from the weights 

^f vr thi fiiHre itn"^^^^ districts. This was generally 

|tn:« JEof^^^ «3 well, so no further 

,,.disc!!tsslon be offefed,? , , 
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- <. ' i 'NlfftiatMii^llitthti:^for::iBC^ iaad Property ^ Derived 



.463 
.311 



;':<iibtit;{^;:^^^ .352-. 



w 

-I 

•537 
.689' 
.648 
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•Uttt to investigate 

^ y" ' . * 

■jS^lt^0ijii^Mi(iMti^*i As in the case 

has under- 
was the first 

SM^SliiilSl^fell^ici^^ in' ^hr. seventies by 

W -&riiati«ilc^ iuppprti- ;in- 1971,_ a -suit 

^|fi"<*:^---^/i&»^feiity?^^^ -diarged/that- the 'existing Minnesota 

^••^'-''■'^''■'^liiaobi^'^^ the--tl»ihg..pf .thiB..8uit cor- 

limoue Serreno cMe in Callfomlm* 
Wendell Anderion a a new 
l|!^/;:!/^5ic court case ^was- later tdropped.^^ 




r > tne^^n^^ a foundation plant as was the old 

^ibriuiav , ihe gua however ^ has been raised 



'»2 



If.?.*.,...-, 



|ppreciUblx4^h^^ SOt frdii 1971 to 197.2 . *' Other important aspects 

•oil tlKe ;r«£^^ an attespt to control total district resources ' 
^oij|ii;A'l«yy.lia^^^ rate being the naximum perais- 

.sable^^le^. (stibj^ Beginning in 1978, Minnesota is 

Wtof the. fw^^ of the excess revenues 

coUccted by M the naximum levy. The measure 

^p£ district;: £1^^^ use in the Minnesota system is 

that of total adj^ted pr^^ as adjusted by the state's 

l^iiiillxitlon for variations in assessment 

ipracticijfVc- . -'J^ 

Vlncenl: .ima tKathlstni Adams « op » clt » , p. 8. 

iii;ii?7^^7%th)i;;^i^^ stood at $900 per pupil 

uhitfoTlradei^^^i^^^^ 7-12. 

^^idlrtcoiiden/ Siehbol^^^^ tha States: 1978 (Denvar? Edu- 

catlra CpM^ ?• 7. 
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fiscai capacity measure includes 



A' 



.cMfrf^iiit^ ye shall attrapt to estimate the weights 

y^ch j^^ measure were altered 

;tadn^^ As is the caae of Pennsylvania » we shall 

i»f m linear combination of 

^incoiis^^s^ spending practices of 



thtvd(istr^^^ Aioag^yi the raw values of the net regression 



w^-V i/- 



CMfficlMXt^^^^ Mlculate the regression coefficients for the 



f^^^^data^amrassed i^^^^ and logarithmic form. 

2n:'Tabii;5^haya^>^ pf the three basic estimating 

\ eqiM^oni. ;Ai wa3\\tnie^lf or Pennsy the coefficients of both the 

income and property variablM and highly significant in each 

;of the thrcte eqiiations/^ ilhe adjusted. R. values indicate that about fifty 
percent .of the vaf iajtion in local wcpendltures per pupil have been explained 
by the regresslon^^^e^ 

In Table 6» each pair of regression coefficients has been converted 
Into a set of percratage weights for income and property wealth\ respec- 
tlveiy. As ln; the case of P<^ weights to be accorded'^roperty 

per pupil are- signiflcmtly higher than those for income per pupil. If in- 
coM were to be Included in the Minnesota measure of school district capacity^ 
the iMSt apprq^ system (based on school district expenditure 

b^^iayior) would car^ of roughly 75-80X for property and 20-25% for 

income. It %riLll be noted that the, weight-given to district income is some- 
what lower than iii the^ case of. Pennsylvania, 

^The ierp oi^dei coe^ of correlation between income per pupil and 

^property per p^^ 
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. .327 



. ■ — «C---e5fr-^'^--*-^?^&a*i* 



iteiriiiiibniCoiiffi<ilMit«. Mtaneiotii. 1975-76- 



>irtl«l ltetr«««lon Co€fflclcnt« ^ 



Prop.. :p«r 
Pup. ■ 



.019** 
(.0012) 



r2 



i378** .6073**' Ak 



Katiiral Lokiritha Rtgresttlbh Coeffldenf 



.179** 



• .497** 
(.032) 



.51 



\ .^1'"-'^ ^^^K^^^^^ 5X l«vfi» two-tailed trtest. 

' ; V ^ ^ ^^"^ l«y«l» ^Htwo-tiiled .t-test. 

liq^UnittjW jtoc. iiSxp. - locally derivi;d expenditure.. 

• Total p.ribn«l inc^^ 
' 11^. ».»Midenf pupi^^ 

). > E((ualiscd value of property, as 
d.tarained by .tate EARC. 
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: si 



"In- 



ll|5fiipf^4^C^fl'^ recently enacted refoms 

^l^i^l;'?^^^^^^ however, consisted of 

P^^ill^^^^ ;to :its^ Ibuhdatlbn. progran while, raising 

^uses property valiiatlon per 
PT$1I^^ Ibcaly^biiity to support schools • Property 

!liiiiMM«Bt.;r«tid^ for ihter.-dlstrict differences in 

hoiieyer» Ohio (along with a nomber of 
:oth|f4i^^^ 'oodlfylng Its. aid pro*- 

its neasure of district fiscal 



WB>h':>ti^'^'^^^: -''K ^''':r^-*^v-v >ur-^"yv>'>"- -V^- >-vvV^- ' 



PttAMyl^^^ Mltmespt a before, ve shall 

of Income and property which best ex*- 
)]plain^^^ the actuial spending practices^ 

In Table 7 the results of the 
Ij^aslc r^ listed for the year 1977*-78« As 

y$^^}ry/ \\\r^can>hk!ph^ the co&Jfldents of both the Income and 



:pro^erty :te significant In all three basic 

^^g^l^ ^:^^^>^\ ^^^^^.^^^ ^Xfhere i^^^ multl-^colllnearlty, with the co- 

Vv; efficient of iconre^^ Income and property only #16). 

Itiv^^; \ ' -Prw^^ to 82Z of the total variation In local revenues 

fpetr.p^^ cncpialhed by the estimating equations. 



- ^ r^When:it^^ In Table 7 are converted Into 

^plrcenta^^ 8) a now familiar pattern emerges. In 



. ; ;tbe t?ase of all three weignt^^ng schemes, the weight for property wealth 



'Allen Odsh^ School Finance Reform In the States , op. clt .. p. vlll. 



#]at*s'V,,<s'. ,0--;-.;. • : 
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#=^^v;v:v:v^ V:'-^--'K,- /kK ■ •,.- 





studied,. Kansas has also 
liainHtiiiS^^^ finance.'^ Prior 

;f cjmrate adiool aid plans <17 formulas for 
;howevM was Insti- 

WM^^'^^^' plans* ^As- ^a: measure of 

.^ecqnonic constructed which con- 

^assessed , property valuation plus the 

district. Kansas was thus one 
of locai-district capacity to 




:inciudeVii(m(ii^^:t^^ 

W^^"'^:^n'\X Proi^ the least Important of which was 



dlftrlcjt aid purposes) led to appeals 



„ , fpr/ixefbii-ahd^i^^^ the Kansas 

^lll^l- j jScHSoiiDlslrlc^^^^^ The 1973 Act produced a guaran- 

-■•V|e^^'t*t.^'^ii|;'5^th guaranteed . the difference between 




the Kansas school finance 
the Kansas School District 
Seiecibed Papers in School 





3it0/|ltsa^^ by its local effort. 

|e^^itti:^^^^ index the new law 

i' valuation of taxable tangible property 
|lf|u8t|^^ of 30 percent) plus 



^i^lv^^fl -recittir 




W^'^X^'y^M district on their state tax re- 




1^'%: ?v years*. The change had the 



' ' {^^^^ iflmua^^ f luctuations in state aid which had 



\' ibf tenv.resultedC" 



5^^V^l^f . district fiscal capacity as the 

/ ? Property per pupil results in equal weights 

> fjtuhif^^^^ property • As before, we shall attempt 

'Nfeoifer^^^^ oft weights for income and property which 

^ ^feflect^th^^ of the Kansas districts* The basic 

t4?^tim|tin^^ specif ies the 4ocal district budget per pupil (net of 

r.s^al^^^^ average adjusted valuation of property per 

;pupll^^^ taxable income per^ pupil. The year analyzed was 1975-76. 



& 



^ :^5Thf c^T^fi^^ * local district's fiscal capacity 

:(or is.^the four-year average of adjusted property valu- 
;atl6n^^ income in the district. The four year average 

^represe^^ in 1976 by the Kansas legislature and replaced 

-thefpfe^^ < 
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coefficients of both the 



WriM^sM&rk^iiafftj^ H wcpected sign and highly signi- 



the;;ba8lc regression equation 
glyoi to Income (Table 10) exceeds 
rv't v^tikfeiiS^eiito'^W^ by neisriy i i-i ratioi ^or the standardized and 

loiiijttl^^^ weight assumes the dominance 



previous three states. 



31 



Wk^^ . ^^^U^eori^ical^^aiure^^ 



^Capacity 



d.ehts for income and 



'^.^^^^^ appropril 
ll^;4s-r\^t^^^^ district spending behavior. As 




asslih genierai^^ higher weights to property than to in- 



. '^ ^^^^ each of the four 



^st^^s^ai 

\, . .Ai 'Opposed- to the preyipjis method of deducing appropriate weights 
^baSfedf oh observed- scho^^^^ behavior, Walter McMahon has proposed 

.aimeihod of combining income and wealth to yield an a priori measure of 
school district fiscal capjaclty which is independent of school district 
spending behavior. Realizing that propert y value is a stock and income 

^The ;8ii>le correlation coefficient (r) between average adjusted valu- 
atiorf-pr^^upil and average taxable income per pupil was .5A5 for the 1975- 
76 sdhobl year. 

^^^re is reason td suspect that the weights for the inccaie and property 
terms in the basic regre^kon equation may be responding <to the influence of 
a few unusually; high i (or 'low) income/property districts. When a sample of 
,di8tiid¥s-with incomes ihd property values between the 5th and 95th percen- 
tii^sWwM. selected and the weights were re-estimated for this sample, the 
incoife . ^ind j)^^ weights becMie approximately equal at 52% and 48% re- 
spectiyely. 

^^alter McKahbn, "A Broader Measure of Wealth and Effort for Educational 
and- tax Equity," op. cit . 
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(.233) 



.231** 
(.030) 



.790** 
(.016) 



' ' ; 'St, ;5Z. Ifevel, two-tailed 

: '-'vlN ^" i?!\Mvei, two-tailed 



t-test. 
t-test. 



. 'EbipIaMatlon df^^^^^^ Expsv per Pup. 







Budget per pupil mit 
state aid per pupil* 
TWee-year average of 
taxable Income per puj/il. 
Val. per Pup# ■ Three year average of I 

^ *' adjusted valuation pupil* 



inc. per Pup. 





.674 
.166 



, regression 

!5d§ti)?dS:,Mtuf a^^^^^ . 226 



.326 
,.83A 
.774 
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ii'SS^^^'^i^^f^^ 'two into a 




method first suggested by 
consists of converting property 



iiH-fv /v^ reas6»itnj5,_property In a district may be 

afinulty^ which In term would 



|||^^;c:;V^v;^ ^r??'^^^'^?'''*^^®'^' years* . The periodic 

: ^ ^ ^fjja bercpnslfie^^ consist, largely of Imp uted Income) 

Income in the district to yle'.d a nlngle 
iacctre mea^^ It may be argued » Is a more 




^rcomprehcri^^ to finance education than 

•'^ , ^either: :proi)M « ^ 

current Income (from Human and 
:finin^^ capitalized over an appropriate time, period 

rtoryieid a s present value of current and expected future 

: inw ThiS; stock term ©ay then be added to the market value of pro- 
' perty to obtain the to^al stock of wealth in a district—not just property 
weaithy but human and f Ixiancial Wealth as well . This more Inclusive 
stbck.measure would also be superior to either current Income or property 
^alue^alon^^ of a district ability to pay. What McMahon 

has demonstrated 9 however » is that the^aSove twoHLncome.rEJpperty^ 

sioh methods are essentially equivalent under certain conditions Inasmuch 

^ 34 
as they given the same relative we lghta to Income and property. 



' /B; Heisbrod and W.L. Hansent "An Income-Net Worth Approach to Measuring 
Ecohdmic Welfare" t American Economic Review, vol. 58, 1968, pp. 13, 15-29. 



McMahon, op. cit . 
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mfM/^'K-r^iiiiyiio^ -uted,.iwe shall' use. 'the 

MM^S^itl'ibllSoa^iit^^ derive a set 




the method 
as being the 
value of pro- 




ii^rc?^^ of an annuity 

For the purposes of specifying K, in- 

^il^%'i^•:V'^??^ il^^®'^ -annuity is re- 

II^Sl^C^^^^ a^tase^ldight be jaad for a number of interest rates, 

ffj:??.^^ fate, (McMahon is somewhat more 

^^^ ^^cfdnsWrvi^^^ As fiar as the term of the annuity 



P*:?!^ ^^^^^^i^^^^^ the expected remaining lifetime of the 



j averf^^^^ Since the average age of persons 

i>f(^age; ^a^ "the ^Ufe expectancy of a AA year 

fS^^t?|)\J,;?oM^^^^^^ 28 years as the term of the 

teW- f c^^^^^ Anbrief ' cKeck/6f: ceh^ however, has found that 



- A4 year-pid' 

lAi?#^^! - .^''yearsvSrith^r-^ laViioiidnbylifflahw^^ 



iwera gg^^ year old person is actually 30.99 

%erefbre.s_we_shall use 31 



it? 



Tli^: fbl^ the McMahon analysis very closely. 
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the anuity 

ra^a^.pf^t?^^^^ C(»q>oundihg)^, 31 payment 



foun^d to be equal to .08. 
measure of ability to pay 
Incdaie Md; property' wealth, the 
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ps^'^^^y:^^^^ tCurrent Income, 

l^:-i^'^'.v''-^<:<i^t^^^^ veight^more than 12 



course,* is very m^ contrast to 



^.v--^.^^ «q|>lrlcal,ly In ^the- previpus^ -section. 



r - 1 . SttMUiry.lahq Coiiclu^ Wealth Measures 



:^:In::thi^^^^^^ been concerned with several ways 

ln5 vM^ scKpol d^^^^ Hacal capacity might be broadened 



f% ^ ^ / to\J^^ Essentially, the problem was to deduce a 



- roliwttble i »ya^^^ Income and property. Two alternative' 

1^7^^; :, : ;i«PP*wc^ according to which the 



M«tftem»<^tcs^ofc;Eiriance_ (New York; McGraw-Hill, 1963), p. 81 



,the}RVc§l i ■ .05 and n « 28 was .067, 






^liml^tiii^^ thk actual ispcnding. prac- 



a theoretical approach^ 
and property (a stock r^asure) 
igptty;!lU:He(^^ reflect a 



trlklingly different. For. 
,^M^?our.>:tti|fi^.^ hMhits wetje-anailyzed' for -the 

weighti^ tKe. weights accorded property 



AMttiaii^^^^ averaged only about 

ijOj^^fjli^ In this range 

{^rfifi^^^^ the fighting scheme used* Only for 

^^'^V^^^^^^^' (KahaasX 4id^^ exceed the property weight, and 

' v^^&hivr^f oJ>biie :at that. 

> .^^^^ . system, the theo- 

iretlca^^^^ dieduced ^TfcMahon^^^^ gave income the heavier weight. The 

^prpj^^^^ .08 (compared to the weight of 
unity :f or^ curr^^^ incoo!*;.! Morcpveri the weight for property appeared 

:to>^e^^^^^ the int er^,st^_i\ate ^nd the period 

ofrjpa^^^^ c6jcMahqn^^ .067 was based on a 5Z Interest rate 

cand?:i 28: y^^ to our .07 interest rate and 31 

;yeaf4pM^ '^^ - 

It :is {^ <at .this stage to argue which one of these weighting 

l)sysc<^8^i8/'^^ J^ch The empiric^^y^^Sased 

-iysti^^i^^^^^ it Is^ess^tially based on how 

thtjViy^it^ property wealth In its school 



.4»cpendi^ As such^ it does not expticitly take into account 



^ * Jr.- 



Wfe^^r-^v'^'' '^^^^'-;V^'':^'^'\^ 
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tlii;ti|m^ educational preference* nay 

^hi^^i^^^^ Morec^ although ve have attempted to isolate 

i«venuM;t< their responaiveness 

^.tcit-cliil^M^^^ va have made no allowance for 

.... ... ^. _ ^ . ^ ^ ^ 

K6k th%»f^ aid* In other words, we have ignored 

* tjhe^^^^^^^ a Feldstein "price effect" influencing the level of 

' ;^^at^5spf 1^ \ ^ ' ^ - ;/ . " 

;The?MdMm iqeasurement is not without 

4.^s^!shpt;te the arbitrariness of the discount rate 

^^dutfievaimuity per there is also the question of how to 

treat: tlie y^ (commetcialt residential, industrial). 

ir jMy a single interest rate and period 

should; 

- ^I)espit<e their shortcomings, however, it can be argued that^both 

weight It^^^^^^ logical basis. In this "sense, they 
nay "at if^ast be preferable to narrower measures of fiscal capacity 

wlih ^either-^^^ income entirely or which use a weighting system 

which^rrtlec^ ignorance, or a flip of the coin 
(or ail three)t. 



*^rtih Feldsteitr,-- "Wealth Neutrality and Local Choice in Public 
Mucation," ^rlcan Economic Review ^ 65 (March, 1975), pp. 75-89. 
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feg^^^rf/Kl^Jcuiarent^me^ bring about • Specifically, 

relative: ranklnj 

Wi^M^i^^'^' ^otiSfiscB^^^ the -si 



states studied? Would 



cipacltm 

^#lH^$^fe?:"^'.^he^^ reflect, :grjeater .of lesser relative 




be forthcoming tp the various dls- 
veaith measures be adopted? Would 



!f:^^^MV student result? Tfiese are 



in the sections to follow. 



'Previous: Studies 



Wj^'^Jr^^\ i nie relationship betw^ local fiscal capacity measures 

n discussed frequently but seldom analys 
Studies /^conducted to date, Hou estimated 



MS^t and schdoi .f inance e^^^ frequently but seldom analyzed 



^fSS>^^.'/ , 

:Fi8cat4Capacity.;M^ oresented at the Fourth Annual Meeting of 

Is^^;^-, <;^^-;-^^ Washington, D.C., January 15, 



fei r"^ \ \. '^cmaslk^l^^^^ of Alternative Local 
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4^ 




melsurM of various types 

3 



Jtb assessed prppei^y valuation* 
-fhCL^pt i tm^ his weighting systems .) 



ineasures of local fiscal ca- 

] • - - - 

each .alternative local fiscal 

1 

Illinois state aid formula. Hou found 
ricomW^^ x^as the best of the weighting systems 

toward greater fiscal neutrality. 



.WalterlicMahon; utilized a broader 

Mf^iC^? flow t)f income to property 

^g5i|^::..Jw^;|ltlij3^^ McMahon .showed that at various 

^pSS'S .. !,:" 'foiM^^^^ of wealth had J:he effect ^f improv- 

t£4l^^^V^7 iTi^v.t^^^^^ to the lower expenditure-per-pupil schools • 

S^tviV^'H; ? ; - - ; ^ 'V^' ^ - ' , ^ ' 

' . ^irx^ei^^very recent :study, Thomas Melcher analyzed the equity implica- 



itions, of uslng^^ fiscal capacity measures in the state school 

. iihance isyste^^^^ by the North Carolina Governor's Commission on 

Schtibl :?^^^^ (North 'Carolina, as of 1978,. still uses a basic, 

grant system oi state aid.) Melcher used eight different local fiscal 



- ^J.D. Hou, "Effects of Various income Weightings on the Distribution 
of iliihois State Aid to Education," in J.M. Cronin, ed.. Alternative 
MeasuireSvOf. Wealth and Effort (Springfield, Illinois: Illinois Office 
.ofi Education, 1977) i 

~ '^Ttie fbu^Wj^ightings use^^^ were: a per capita income weighting, 

a^medlan faM^^ an aggregate income weighting, and a 

4pef TOApA--ln^^^ p* A) 

iMcMahpn ^op;. cit . 

^eicher , ^ op« cit > 
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that>the imi)»liOTehtat of a fiscal equali- 
hi||; 8^4^c^ c^pdcity measures would 
disparity (as measured by various statis- 
yaf lation^ within the state of North 
that the use of any of his fiscal capacity 
principles of ex post fiscal 



v#<»cai^^^^ consistent with' i 

l^ll^i^^ t^^^^k^^^ product-moment correlation co- 




SISl^,'^^^^^^^^^^^^ V In ktioth^^^^ of note, Allen Odden .examined the effects 

- r .of ^keverai alternativ^/wea in four states (Colorado, Connecticut, 

lk#U-r flouts Included among Odden's alternative measures 

^^p^v^^ of property values (per pupil and per capita) by the 



1;\ 'ratlai:6^^^ the dlstr^^^ to th^ state median family 



■ ' ^iicomlv^ found that the xhoice of measure clearly affected fiscal 



; . . '^The^^ selected by 



jf ihahcf^:^^^^ and onr the; measures currently in use in some states , 



It^iu . ' Meichef.^^^ on the major conceptual approaches found in the school 

>,u-^.u^^^^ (5) tax base access plus income per 



l^j?^^^^^^^^^^ access per educ^ional need unit, 

f(0r;tgx;^^^^ income per educational need 

;.^v^ vv;/v;^jr^ (5) tax base access plus income^pei 

access plus personal income per capita, 



I^^?'?.-; ■ ■- -^'eaucatidnarane'ed: ,uniti.,;(.6)-_itax basc^ acce 



personal Income fpctor per educationaX 
iM?7 ;ii€^ift^riit7an¥ by a personal Income factor 

^^y% iper. (capita (Ibid ; > '.p.,^ 32) . ' ^ 



^AV^bddeh^ A lt^^^ of School District Wealth , op> cit > 
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cities seened to be affected 
with percentile rankings chang- 
The fiscal capacity of individual 




.r^vv . . .V >iwjh^n it c under various fiscal capacity 

. ^i^vVineaiiuresi/dddea fou^^^ of the (multiplicative) incotne-weighted 

effect for central cities. In some cases 

p^W^^r Ifeieduced-state aidi and injsome cases it increased it. In the case of 

" - }sjjitiurt income-modified wealth measure would have generated 

"v ;-/5 ' ^ / < \ -'^ 

iessi state aidf. In the case of non-metropolitan areas, finally, the state 

.iid'i^ hayje generally increased. . Odden's sample, however, was 

^ ffestricted: to an analysis of only a fw" dozen districts across the four 

staties. Therefore, generalizations should be made in a cautious manner. 



The Effects of Various Fiscal Capacity Measures 
In the sections to follow we shall analyze, the fiscal consequences 
of specifying district wealth in accordance with the various weights which 
were derived in the. previous chapter for the four states constituting the 
foicus. of our study. Attention will first be directed to the variation in 



it'-:--'* ^ . .■ I 



'ibld.i p. 21. 
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'^^l '^yit^iB^it^^ ithe;.va^^ .'alternative 



ineasures* The inclusion 
factor in the composition 
expected to a^^ somewhat the 
ts. 

school districts by 
Stated 8i# iy, w shall address the 
an income factor to property wealth 
the fiscal capacity of the average 

rattem the changes la the level of 

fbrthcc^^ to the various districts in the ^ 
wealth definitions be utilized 



; Of considerable interest here will 

W^K. y * . :be .the ^fiscal neutrality consM of such alternative wealth measures: 

li^t^" :l? . " expenditures per student and the 

Pil%<r^J^^ ^^ievcl. o£. wealth would be lower under the alternative measures 

f W ' r-^ ' " the xurre^ 



Variafeibn in Wealth Rankings under Alternative Fiscal Capacity Measures . 
|ef pte ;pro to ejwMpi^^^ the variation in district fiscal 



,,i6/r|yijBW^^ weights derived in Chapter 



life Jca|^city^^^ the /alteniative^^^^^^^ it might be useful 

..'^-r^^^^ alternative sets of weights — 

||l|t: T - $5^^^^^ analysis of local district spending behavior 

M[||j.s\^^^Ji*>d^^ of converting property to an income 



AOS 




'Basic 




..Regression 
Measure . 



^46 
.54 



Standardized 

Regreission 

Measure 



.31 
.69 



Logarithmic 

Regression 

Measure 



.35 
.65 



■yf'i't--/^ \- ■*Miin II *' > i"' 




i -Kahsas- . • . 

; IncdmevWelght 
■^ Property; Weight 



.00- 

i.oo 



.00 

l.do 



1.00 
1.00 



.13 

;87 



.21 
>.79 



.67 
.33 



.13 
.87 



.18 
.82 



.17 
.83 



.22 
.78 



.26 
.74 



.23 
.77 



Property 

Conversion 

Measure 



1.00 
.08 



1.00 
.08 



1.00 
.08 



1.00 
.08 
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Income vary 

8tate» .but in nearly; every case (exc^fpt Kansas)' 
considerably^^ lower than that for property. The 
ightdbcig method » however, gives Income the dominant 



^^Ift; V V^i'g^^^^ Th?8« differences In, weights provide us with an 

•.^-^An^A4*V4m4t>v^ a4miilAto Afirl nhfiorvA thp fiscal conseouences which would 



^^^^^^^^ observe the fiscal consequences which would 

iesu^ltya^^^^ Importance Is attached to the Income term 

In^Vlffln^^ As the table shows, we have a fairly 

varied and: ddntinuous rmige of weights given to property and Income across 
measureis ixnd across ^8^ates• . 
\, InrTable 12' arc listed the results of applying the various alter- 
xiative "weightings which we have devised. Specifically, we 

have simulated the wealth level for each school district in each of 
the four states analyzed in accordance with our weighting .schemes. What 
P;>^ Tabie 12 shows is how riesponsive the variation in district fiscal capa- 

city is to each of these alternative measures of capacity. The two 



measures of variation selected are the coefficient of variation and the 
^95/5 percentile ratio. The coefficient of variation (the standard devi- 
ation divided by the mean) is a relative measure of variation which in- 
cludes all districts in the population. As such, it is responsive to 
sicewness' and may be strongly affected by the presence of extremely high 
or low capacity districts. The 95/5 percentile ratio (simply the ratio 



10 

'In Pennsylvania we have analyzed both the old, pre-Act 59 measure 
-of fiscal-capacity (Property per WADM) and the 60-40 weighted combination 



of property and income which is now being 'implemented. 
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Table 12 




PlicaiiCapacity Among Districts Under Current and Alternative Capacity Measures 



Basic 
Regression Measure 
C.V. 95/5 Ratio 



A0.5X 



Beta-Weighted 
Measure 
C>V. 95/5 Ratio 



Logarithm-Weighted 

Measure 
C.V, 95/5 Ratio 



Property Conversiojtv :| 
Measure' > 
C.V^ 95/5 iutio-^: 



43.2% 



3.37 



42. « 



3.31 



37. 3X 



2.66 



jMinnesota; 



•Ohlo 



'Kansas. 



73i9Z 



59.8% 



A. 64 



4.16 



4.79 



42. 7Z 



69.6% 



52.3% 



4.00 



3.86 



4.22 



43.1% 



69.7% 



66.8% 



4.04 



3.87 



5.91 



41.7% 



67.6% 



65.9% 



3.91 



3.66 



5.80 



47.3% 



106.6%- 



35.1% 

\ 



3.13 



i.n 



3.01 



Explanation of terms: 



C.Vv 
95/5 Ratio 



Coefficient of variation (standard deviation 
95th percentile 4- 5th percentile 



mean) 
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relatively inefficient 
the population — only 
The. ratio, however , is not respon- 
extremely ;hlg^ or low observations* To- 
tibn and the 95/5 ratio should 
•^district dispersion of fiscal capa- 



should be noted in 
fiscal capacity under the old (pre- 
rbperty per WADM) was considerably higher 



^Inl: flsca: 

W>i^£<^^; nw<60r:4O: weight Both the coefficient 

Sl^f:?:v^^,^^^^ ratio reflect this fact. Since 

^Si^^>Kf^^^^^\ ^ fairly close to the new 60-40 

59, it is no surprise that the 
.^§^vii^\"X^?^^^ is approximately the same, for these . 

&^^Sg>r<Vt^^^n^sw interestingly/ t^ property conversion (McMahon-veighted) 
l^??<tlfl\ ! // amohg district capacity. All 

V; Atoldv^^ case, of Fennsylvania, there is not much difference in 

''"^^'T^ " " ' ^^^^^^^^^ ' ^ _ ' ^ 

pt i r ihc relative variabiiity of fiscal capacity across districts, no matter 

^S^c^::^ ' . 'i*ich>bapacity"'m€ 



3. _ ^^---^^^^^ ©Msure is The average difference between the 

liS r V ^ \^^ Act 59 measure and all the alternative wealth measures is only 



vabout 'two 'Jp\ef cent , - ' 

t v^^ story is much the same. 

^ ^^^^^^^ o£ variation for district 



'"^'waliEfe^^i]^^^ curxentv^iw 



^wealth measure (property per pupil) is 47.2% 




schemes » the 

iiM3!:;V.-.^^i;|^]f|i^^^ it. stays the same for 




?t|e>j|i6]piri^;-co^^^ Fpr Ohio, whose district 

^eflhed^ai property there is considerably 

- ^1=1^^ pupil ^cr OS? districts as measured by 

pj|^;^;;i';;;^^^ -But the inclusion of income 

t$MM^' 4«we^»'only^^« In fiscal capacity 

^fH-' ' ^ for tfi^^^ The extremely high coefficient 

: r ^® result 

^ ^pf i i.^i»-v^^^ districts in Ohio. The 95/5 per- 

v centi^^^ is of a considerably lower order of 



1 ;T^^ the variation of inter-district 

veaXtK levels, is seen In the case of Kansas, although the order of 
tegnitudc of the differences is still rather small. The basic re- 
gression weighting scheme (with apprpximately a 67% weight given to in- 
come) results in a 7 percentage point decline in the coefficient of 
variation vis-a-vis \the current income^ plus property measure of fiscal 
capacity. The betia and iog-weighted. schemes, however, (whicli give 
only about .a 20% weight to income) result in a 6-7Z rise in the coeffi- 
cient of variation. The property-conversion wealth definition produces 
the lowest relative variation across districts of all the weighting 
schemes. 

On the basis of the above comparisons, the major conclusion which 
can be drawn is that the Inclusion of income generally seems to reduce 
the variatiorf in fiscal capacity across districts. The heavier the 
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variability. It _ . 
JLtte; MgMtude of the decline in 
very 'large. To use the case of 
/i^^ roughly 20Z weight to 

p^^J:vr^.4 of the three regression- 

fe^;^%^^VfIb of only 4-^5 percentage points 

fe^t > district wealth. In percentage 

gi^^^tVr ^^ ^han 10% in the coeffi- 

^ of scheme 

feem^^ for eff'ecting a sizeable alteration in 

^thc iyariirt^^ of' inter^ts tr^ wealth • 

; The fact that, the decline in variability should be so slight may 
at Xii^^ one should remember that the order 

^^of-mas^ltude of property (per student) is itself considerably greater 

than ^that of Income * (per/student) » In the states analyzed here, the 
-yaluc;^pf property per pupil ranges from 2 to ^ times higher than income 
.Vkt pupil._ Consequently^ a 20% weight associated with a term (income 
per pupli) which ;l8 again only perhaps 20-30% as large as the term to 
which. it is added (property per pupil) would seem to possess a somewhat 
limited capability for altering the already-existing fiscal capacity 
. stfuci^ure, 

Qiahges in Fiscal Capacity by District Type 

i \Eveh though the overall variation in district wealt;h did not seem 
to^ be Jslgnif 1^^^ measure used^ it does not pre*- 

. clude^lthe ppssiW that more considerable differences might be found 



If?' : 
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ibfc^ctrtilnKtw Therefore » In this section we have 




^l^'Xv^^^^ status, 
• '-u^./^ ^ ' - > - * ' ; xj ' 




^|#4>^% was placed In one of the following 

.'c^ "CehtVall^city. district those school districts serving 
|$^^\:- T " , -the central- city, .(6^ In a standard metropolitan 




J.; \ 2> Swiirhan • schbdlvdlstrlcts ! those school districts located 



M^r^/ii- :r^. ; vithi^^^ central city; 



3V Snialll urbaht (hbh-SMSA) districts ! those districts located 
i In a noh*?9M[SA^^^^^ a 1970 population of at least 10,000; 

'4. Rural: all rother school districts (non-SMSA, non -urban). 
In tKe: i>age8^^^ f6liow,» we have simulated the wealth levels which 
iwquld' re^^ capacity be redefined in accordance with 

the yarlou each state in Chapter 2. Differences 

Ih^weai^^ levels, by type of district as defined above will be noted. 



t*"^ - 



Pehnsyivania ^ : " 

/In: Table 13» ve have estimated the average (median) fiscal capacity 

for c^ch^ p^^^ types of school districts noted 

above* iSln^ of the various measures of fiscal 
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been calculated. It 
that in comparing the relative fiscal capa- 
districts across the fiscal' capacity 



ffw-'^^:-^^^ yarious/types.fr 
W^M^^''^Cl<^^ (and not the medians) should be utilized. 

ISfe^ /^^^^^^^^^ in effect in Pennsylvania, we 

N^^^ WADM measure which was the measure 

i#^>?^'^^i?* .;iin.i975i(76. i^^^^ :the 60^^10. yeighting scheme for property and income which 

:passed in 1977. 

P^^^^^^ '^^^ '!^e: yarla^^ schppl district type and capacity measure are 



'^S^^^^^^^^^^^^ of the index number values. As can 

il?§i?J:^v^,£i^^^^^ the old measure of fiscal capacity (property 

% suburban and central city districts 

PfeM^ r >i?i t?^^^ fiscal capacity, followed by smaller (non-SMSA) 

' \tirban rand '.rufal'-'dis trie ts . . . • 



~InterestingiyT-the'60-A0 fiscal capacity measure has appreciably 



^^^S^^ altered neither the order nor the dispersion of average fiscal capacities 

typeisi -^ Since the weighting scheme^ which were derived 
from our three regression equations produced weights very close to the 
60-AC scheme now in effect under Act 59, it is not surprising to observe 
that there is little difference in district capacity rankings for these 
alternative measures. When [the property-as-|n-income-flow weighting 
method.is used, -the variation in fiscal capacity is lessened slightly — 
with the average rural and small urban district capacities rising and the 
; suburban and central city average dropping slightly. The comf>ression. 



1%'?'.' ' 



however, is very small • We are, therefore, led to conclude that neither 
the level nor the ranking of the. average Pennsylvania fiscal capacity 



would be significantly altered under any of ou: alternative fiscal capacity 



-measures • 



414 



PV-.-. -■ • ■ ' 358 



„, . -J£J 




remembered, currently uses equalized property 
^feSiM^ii* ^^^^^^ definition of fiscal capacity. As an examination 

^ii??^:^ Mfr'XahleClii viil point out, the average fiscal capacity of districts by 
p%|;">;.^^ 4^^^ strongly influenced by the particular capacity 

l^l^^^'S^ the case for Pennsylvania. Under the current 

: I r ;5Hs"cai^jc^ rural districts and small urban districts have 

/ l^rh?' ^^^^ V^'^ pupilf with suburban districts lagging 

^^f^^'' :z. \ ' - ; . 12 

p^^^^.C' i'^MJHv r'^ not unexpected. As Allen Odden has pointed out , 

^Ipii ^ /^^^^^ (with large areas of ;f armland and few pvipils) may often rank 

||l|i|;>s^^ measures of fiscal capacity are used. In the 

V . ci|s%'6f refifia^ children of school age usually constitute 



^^^^ 



- \ a~hi^^ the population.' Consequently, residential suburban 

^^l?;'. --. districts oft:en rank lo^ when property per pupil is the fiscal capacity 

' ' - , ^ 'J , ' _ " ' . • * 

measure . used'. Und^ir the three regression-derived, measures, however, with 
'■^M' income given weights of approximately (20-25%, the rural district *s average 
falls slightly while the suburban district' average rises, and the gap 



* ^betweeft the two narrows somewhat. The fact that the fiscal capacity of 

It:- ' ' 




.'th^ average residential suburban district Is higher when an income weight 

. is. added largely reflects' the property-poor but income-rich "bedroom com- 

-munlty" type of suburban area. This finding. It should be pointed out, 

13 ^ 
is also consistent with other evidence. Finally, the average relative 

fiscal'xapacity of the central city districts Is seen to increase signifi- 
cantly, under the regression-derived measures* 



' 13, 



12 

A* Odden^ Alternative Measures... > op. cit . , pp. 14 and 16. 



Ibid., p* 17. 
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District > Minnesota, 1975-76 



Basic Regression 

Measure 
Median Index 



$15,749 



Beta-Weighted 

Measure 
Median Index 



IvOg-Weighted 
Measure 
Median Index 



Property , 
Conversion 
Measure 
Median Index 



$15,878 ^ 106 $15,254 104 $12,629 97 



^gSlS^f ^- i v::-: ,:i%i25 



12,750 



13,962 



96 



"82 



90 



15,447 



12,451 



14,728 



105 



87 



99 



15,454 104 15,559 106 19,211 147 : 



13,870 87 12,930 88 



14,643 98 14,938 102 14,583 150 /i 



M ^^^^ 



$15,480 100 $14,810 



100 $14,875 100 $14,618 100 $13,063 
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100- 



« (* * 




vhlch Is heavily 



suburban 
central city districts. All 



^i^iniii^ to be fairly strongly 




^^22G:"-'rrr ifi^^^^ only Kansas Ims-~a,^nslderable 

^ ?hist^^ capacity loeasure vhlch Includes income and ~ 

'^^l-^lSlbrr fiscal capactty Is specified as the simple sum of 
Slfc^ci^^^^^^^ the Kansas measure In effect assigns 

i!?^ ; Asc^the Index number values In Table 15 clearly show, the current fls- 

^IS?; : \ cal capacity/xanklng by district type In Kansas Is fairly similar to that 

t§^'^ A observed^ In Minnesota. ^ Rural districts .rank lilghest in fiscal capacity, 

' ^ followed by small urban, ;^uburban, and central city districts. Under all 

^Itf^" '----^"/'^ '^^^'^ ^ . . ^ ^ «^ 

l;^l^:^Hr. Joui^ Mternative weighting schemes, there seems to be a tendency for the 

> ||8ical\^^^ of the small urban, suburban, and central city to rise 

1'^^ iinoderateiy as progressively heavier weights, ^are assigned to Income (see 

i table ll^ for the percentage weights corresponding to each measure) c For 

^f^FcV ' the xura^^^ exactly the opposite occurs, as the average fiscal 

if . . falls as Income Is more heavily weighted V 
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Tiscal Capacity by Type of School District, Kansas, 1975-:76 




Basic Regression 
Cuxxent Measure Measure 
Median Index Median Index 



Beta-Weighted 

Measure 
Median Index 



Log-Weighted 
Measure 
Median Index 



Property 
Conversion 
Measure 
Median Index 




$42V(580 113 $17,020 112 $30,041 115 $28,446 115 $11,152 106 



28,419 



75 12,098 79 



16,959 65 16,512. 67 10,642 102 




:SubiiTbah 



Central City 



24,133 64 10,204 67 



21,279 56 9,120 60 



15,057 58 14,586 59 7,407 



13,628 52 13,176 53 7,141 



75 



68 



- Distrtct 

..;'Medians 



$37,738 100 $15,146 100 $26,060 100 $24,803 100 ,$10,473 100 



^he general order of magnitude of the current average fiscal capacity level is considerably higher than that of 
the alternative wealth measures. This is because of the fact that the simple weights given to income and property ^\ 
^uhder the curtent weighting scheme add to 2, while the percentage weights under the alternative fiscal capacity 

measUtcs sum to 1. For this reason, the index number values of fiscal capacity levels should be used rather than -.1 
the nedisns.. 



3S4 



"^i "I* V, « ; , ,, 



- X Thift measure of fl^^^ capacity currently In effect in Ohio is 
^prpp^^ According to this measure, the average fiscal 

jcaP!*^^ ascending order) from rural, subur- 

4hai^i^^ to-^central city districts,, as can be seen uy examining 

iTible i6. Under the three alternative regression-based xx^ealth measures 



( vith Income given weights of a ppr oximately 10-20%) , virtually no change 
occurs in either the ranking or the level of the..average district by 
^geographic type. Only the property conversion weighting scheme produces 
any effect on the fiscal capacity levels, causing a modest rise in the 
fiscal capacity of suburban districts and slight declines in the average 
levels of th^ other three district types. 

Conclusions: Changes In Fiscal Capacity by District Type 

~^^As-we-have-_aeexLj.n the previous sections, the average wealth rankings 
by type of district have varied across the states analyzed. Of course, the 
regression-derived weights given to Income and property have differed from 
state to state, which accounts for part of the variation. Nevertheless, it 
is possible- to observe some general similarities across the four states. 




■3 



liable 16' 

r/Capaeity by type ofi_School-M8trict^Oh —1977=78^ 



.■4 

J. 



Basic Regression 
Measure 



Beta-Weighted 

Measure 
Median Index 



L^g-rWelghted 
Measure 
Median Index 



. Property ^ 
Conversiph / 
' Meastirie. '^r^^ 

Median Index: 



^ ^^^^^^^ IrrTT' — 



Central City 
<^SA) 



29V.708 



26,733 



-31.771 



101 



120 



District 
Medians 







.i 












$22,356 


' 89 


$22,396' 


89 


$21,453 


89 


$15,334 


86v 


28,555 


114 


28,590 


114 


27,660 


115 


19.176 


107^ 


25,564 


'402 


25,596 


102 


24,788 


■ 103 


19.155 


107 


29,988 


120 

1 


-30,041 


120 


28.817 


120 


21.008 


117 


$24,989 


100 


$25,046 


100 


$23,995 


100 


$17,915 


100 



■ I 
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a moderate 

1)1^: A .^^^^^ weights) had a modest 



r^cCi^^j.. district's fiscal capacity In two 

:>V'^r^^^^^^^^ and no effect in the two others (Ohio and 

I^IP t ^ . the asslgtunent 1 of a dominant weight, to Income 
^r§:ifc7:; . ityiar]^^ a mqre substantial reduc- 



ition^^.i^^^ of the average rural district In three of the 

^jEquf^s^^ Only In. Pennsylvania was there nq change. This conclusion 

is quite: consistent with the finding of ^llen Odden that "nonmetropolitan , 
areas gen^ highest in property wealth. . .and lowest in Income." 



in^ithfee of 



the^pu?. st^t^s fitud^i^d; there was a c] 



clear tendency for 



:th? average fiscal capacity<:d^r.theju^ to rise as 

SII: ' - t, income was assigned a pxogressiyi&lyv^gher wfelght. Only in Ohio were the 
r<qisiilts erratic with respect- tog^'cj^iscal capacity index for smaller 
urban areas. It should be noted; though, ,that the rise in the fiscal 
capacity index was quite small foV two of the states (Pennsylvania and 
Kansas) . Only in the case of Minnesota was there observed a pronounced 

rise. ' j\ 

W ' 

With respect to the suburbaA\districts, there was also a tendency for 
« ■ \'. 

the fiscal capacity index, to rise moderately in three of the four states 

^ ■ . ^ 

as district income received a progressively higher weight. Only in Penn- 
sylvania was there essentially no change. This finding is again consistent 
with Odden* s observation that "suburbs appear to be poorest. . .when an In- 



come' modification is not made. 



..15 



14 



15 



Av Odden, Alternative Measures. . . , op. cit ., p. 16, 
Ibid ., p. 17. 
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" iFdr tiiie cehtrii cltiy districts finally, no dear 

^:|!i|few\^ In tl» c«w states (Pennsylvania and Ohio), the 

■^^clAisibn of a^ao derate wei^Ht for income caused little or no change in 
f/tte c^tri^^^ index. A heavy weight for income, in 

. 4cc6^^^^ scheme, produced a modest decline 

,-?lii^Cfmt|»t^<^^ :*yej«g? fiscal capacity in both Pennsylvania, 

OH^^^^ states, however, there was a 

ttenden^^ capacity index central city districts 

.to^r^«e^^^ for income. The responsive- 

' new of the f iacit c^ was only moderate in Kansas but quite 

. -'lar^€;i£p^ / • 

^ . pvefilit ihwevert^it- is. clear that the effects of adding income 
t^oZa-^iMsasarV of f^^^ vlll vary depending on the state and- 

type of distript^^udied. - Nevertheless, ther^ seems ::o be a general 
:(thpugi^ nptunivetsal) tendency, for tlie average fiscal capacity of rural 
dlst^ts to decline and the average fiscal capacity for small urban and 
uburban ^districts to rise as progressively heavier weights ar^: assigned 
to income; It should be kept In mind that the conclusion above refers 
only to the average district* We have not considered the existence of 
substantial variation within district classification categories. 

* 

State Aid Simulations 

The wealth simulation exercises of the previous section are revealing 
In general, the effects of. including income with a moderate weight into 
our fiscal capacity measure have been to lower slightly the average fiscal 
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sUghtiy the average fiscal 
Within the context of fis- 
to. ascertain the magnitude 



alteCT;^ weighting schemes. 
hejkrality:.h^ during the 1970 's 

v .. .,,«^^,w«*^. wE ^kQuir^^ finance circles. According to the 

I^^f^t^^: \ >^ the principle of fiscal neutrality 

i^i^^l £ the gu^^^^^^ may not be a function of 

The Court, however, left no operational 
y^^'iieiini^^ fiscal r^iitraM.ty sS; the definition is still open to 

^yaiyini\ J^ court decisions and in the school 

/finance 11^ as well . 

'A..U8eful di^ has emerged concernirg f iscal neutrality 

' is ^^^^ ex* ante vs. ^x post fiscal neutrality. As? Stephen Ba^ro has 
_Xtat!|a; "The ex post interpretation is that the actual level of educational 
/^sutport must not correlate with wealth. >.rhe ex ante formulation is that 
the ability 6f a district to support schools should not depend on wealth." 
iyiBarro's;^ ex post fiscal neutrality is attained when the coeffi- 

..cient. of coiyreiation (or another appropriate measure of association) 
^ bctwc^en spending and district wealth (or fiscal capacity) 

^ ifrXero»L:.Thi8^^ ^^^^^_^A^^®i_ 




/^^ ^vStephen Jm^^ Post-Serrano Systems and their Educational 

. : . cd., School Finance in Transition (Cambridge, 
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come into play,, how- 
aid which would 
The principal 
state aid or subsidy formula 
closely tied to the wealth measure 
l^easure is altered, it can be 




;tfiatHtc^taL;;state-aid either rise or fall to unrealistic levels, 



;; i:'-^'l&o6dy.jtase in point is :l^nsas. Under the wealth definition currently 



beta^jb^ff^^ for example, the mean wealth per pupil was only about 



^^:t^ ^ -^^^ ^ ^^'W^^ income per pupil and property per pupil), the 

l^iSs^'t^^ ^ ^ V x^^^i^^ for 1975-76 was approximately 

7 But according to the weights based on our regression 

- / .$30iPpp^f Consequently, if the alternative wealth definition were 
_ utilizedc, without altering the subsidy formulas, a huge increase in total 
\ i ^ ^Jtate aid for nearly all districts would result. Such an event is 
1^1;:$? " highly unlikely to occur. Instead, there would be changes made in the 

basic subsidy formula, 
gl/ - In previous simulation research involving state aid simulations. 



some investigators have simply utilized a hypothetical subsidy formula, 

Allen Odden, for example, simulated state aid under alternative wealth 

measures for the states of Colorado, Connecticut, South Dakota, and 
18 

Washington* Cdden ignored, however, the different subsidy programs 



fr/ ^^''fhe principal reason for the discrepancy here is the fact that the 



sim of the weights under the current Kansas wealth definition Is 2, 
whereas the sum of the percentage weights based on the regression 
r'-^ '\ coefficients is 1. 



' "la 



AT^Odden>- Altemative Measures of School District Wealth , op. cit . 
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simulated aid under 

shall utilize the actual 
stiate aid under alternative 




effect in Kansas in 1975-76 (and, with some 



^i?>^-^^^f?^^ the current time) is based upon the con- 

fe^^t^ie .Icep^^^^^^ Each, district is guaranteed a budget limit 

is Itasccl upon its enrollment category (three general 
fer ^VV-^cias^^^ and jits, "local effort rate.*' The state share of the 

'^^^^^S'^^S^ is a residual anount^ — difference between the legally authoti^d 



l^iSr jgin^ and the "local effort" of the district. (For a 



rfuile^^^ the mechanics of the Kansas subsidy scheme, the 



i5^s<e : :J^^ to the sources in footnote 20 below.) 




/' '^cal^c^^^ the Kansas Act is defined as the sum of: 

.VX^Ijpca^^^^^ the district (the sum of district income per 

,^|tipl^^^^^^ per pupil) times the district local effort ^ 

. • ; -r;i^^^ ^atio of the district's budget per pupil 

to th^^ "nptm" for the district's enrollment 

f '^.;'^:|?it^ \ > 

]6)^|:he^fpXcyio^ receipts from federal Impact aid (P. L. 87 A); 

.c)^ the^Vdis^tr^c^^^ the county school foundation fund. 




: rPapersf^lnJSchooi'gli^ (Washington: Office of Education, 1976). 




2 





' i:^InW changes in the level of state aid per district, we 


.V V.J- « .-. 




have first estimated the level of each district's state subsidy per 


/ 


t^t?* ' .-' 


pupil under the current definition of district wealth (the sum of dis- 




I^S?!:. , . -■ ■ 
k-i^JJ- ' 'i ■. - 

' ■ - 

f,-"> ■, ■ ,- 


trict income per pupil and property per pupil) . In doing so, we have 




excluded that part of a district's "xocal effort" which consists of 






receipts frgm federal impact, aid and from the county school foundation 






fund (see footnote 19) • We next calculated the amount of the subsidy 






which would ba forthcoming to each district under each of our four 






21 

alternative wealth measures. The differences between the "alterna- 

t* . 






tive wealth measure*' subsidy levels and the "actual wealth measure" 


. ? 


it*. 


subsidy levels are given in Table 17. (A niegative sign refers to a 




fc. > - 


decrease in the subsidy should the corresponding alternative wealth 


i 




measure be utilized.) The entries in the table represent the median 


i 


\ ^ . ' 

||.\ 


(dollar and percentage) change in the level of state aid per pupil by 


0 




each of the four district tj-n^s. 


< 




As can be seen from the table, the simulated changes for the basic 






regression equation weighting scheme are usually fairly small. Although 




r 
t 
t 


the average state subsidy paid to rural districts would rise slightly 




^, '- 
l> 

1 / 


($8 per pupil), there would be average declines of from $10 to $A5 for 




distric*;s in the other three classifications. It might be noted that 




I- 


these simulated changes in state aid are quite consistent with the changes 






in the relative wealth rankings simulated in Table 15. There it was ob- 






served that, under the basic regression weighting scheme, only the rural 


J 


y\ 


\ - - - 

^Hjhere necessary to maintain the general order of magnitude of the 
wealth levels, the local effort formula was adjusted co keep the local 
\ effort of the median discrict the same under all >f tl\e. definitions. 




i\ 

p. * . 
. - 

sr.* 
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IM?'^*^^'^ * ' ' Median (Absolut 



Table 17 

^iState Aid Simulations; Kansas, 1975-76 ^ 
Median (Absolute ahd;Percentage) Change In State Aid per Pupil Under Alternative Wealth Measures 









O ' 


Basic 

Regression 
Measure 


Standardized 

Regression 

Measure 


ft 

Logarithmic 

Regression 

Measure 


Property 
Measure 




Type oi District 


Change 


% 


Change 


% 


Change 


7. 


Change % 




Rural , 


$ 8 


2% 


-$12 


9% 


-$ 5 


-6% 


$ 51 13% 




Small Urban 
(non-SMSA) 




•8% 

t 


41 


8% 


39 


8% 


- 162 --35% 




Suburban 
(SMSA) 


-10 


■2Z 


12 


2% 


14 


, 2% 


- 58 -10% 


0 


Central City 
(SMSA) 


-45 


■87, 


52 


8% 


53 


8% 


- 204 -35% 



^Changes calculated as the difference in the amount of state aid subsidy under alternative wealth 
measure relative to that amount simulated under cuxren'u wealth measure. 
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^^llf'ff;X%0^ (on the average) a fall in their relative 



CM5^K^ increasef in aid). Average districts in the 



|?;!%i|>pi^ would experience a rise in their relative 

l^lWt'^'l wea^ which would generate a decline in state aid. It should 

p^S^^M^i^' ^p4'^.'59S^f^; 't-l^^ changes are. not of a sizeable magnitude, however. 



lly?tXi^i'^V/' '''-''Th%aveMgeVgeM 



22 

^ state aid per pupil in 1975-76 was $455, which 

lel^J^^g, changes observed here on the order of 5-10%, 

S^l^rCr^^^^:^^ three alternative wealth measures are concerned,. 

iJi'^^f' of^state^ala^afe of varying signs but also 

Ip^ff^?! / sole exception of the property, conversion weight- 

l^^iv- - ' , ing^ scheme.. With the dominance which it gives to the level of district 
3.*<^^;v-; :lncome, this scheme would bring about a very pronounced decline in aid 
'level p to. small urban^ suburban, and central city school districts. 



S^^T;" iQcily In the case of rur^l districts would an increase ($51) in the per 



f!;< pupil subsidy occyr. 

Probably the most appropriate generalization which should be drawn 



II-; 

: from Table 17 is that if moderate variations in the relative weight 



given to income and property should be introduced in the 50-50 weight- 
ing scheme currently in effect in Kansas » the average change in the 
level of the state subsidy given to school districts would not be large. 

o 

Because of the peculiarities of the Kansas state aid fotinula, it 
is not possible to simulate the resultant changes in total district 
spending and thereby estimate the fiscal neut^-allty consequences of our 
alternative wealth measures. However, the coefficient of correlation 



22 

Dalcoff, o£^_cltj^, p. 21. 
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ibStween: ex^j^nditures per pupil and district wealth as "currently de- 
r * fittc^^ pupil plus property per pupil) was +.83 for the 

1975-7(6l^ch^^ yearv-.In other words, the current state aid system 
' 'In jCansas l&^not fiscally neutraT (in the ex post sense) . There are 

two-^reasons why we would expect that a revision of the weights of the 
/basic wealth measure along the lines suggested in the previous chapter 
,i._.wbuld itot lead to a pronounced cl^ange in the degree of fiscal non- 
neutrality, however. In the first place, the simulated changes in 
the level of state aid which would be forthcoming under our alternative 
'schemes were sm<^ll — averaging only about 5-10%. (The only exception 
was Jpr the property conversion weighting scheme ») This ^finding, 
-coupled with the fact that only about A0% of the general operating 
funds for Kansas schools were paid by the state during 1975-76, leads 
us to conclude that a revision of the weights would havo^ little effect 
towards generating greater fiscal neutrality. Secondly, in Kangas it 
is the rural distr/.cts which have the highest wealth rankings under the 
current 50-50 wealth measure* And as we have seen in the previous 
section on wealth rankings, several of our alternative weighting scheme 
(the ones with higher income v eights) would result in a decline in the 
relative fiscal capacities of these r.iral districts. The result, of 
course, would be even greater state aid and a movement further away 
from fiscal neutrality* 



429 



377 



support program In existence In Minnesota in 
some modifications, currently in effect today) 

program jyuarantced a 
per pupil unit, with, a reduction for Ms- 




ojtjK^Mp^^^ - In 1975-76, the pi 




effect for the year studied was as 

|^|^^5^/^^ ' the difference between the pro- 

r-^ , ;grim:;calcuiat^^^ districts) minus the specified local 



^S0:?^:^T; :!^^sharl|^ the Ipcal/share wa^ in turn calculated as 30 mills times the 



' aa ju^^^^^ of , proper ty.^^ The state share was further 



If:-' ■ • 



' ^rediiceS/.b a pof tiori^'pf miscellaneous categorical^aids. ^ 
;in stawlatlhg^^^^ the average level of state aid. per pupil 

per district, we have first estimated* the level of each district's 
state-subsidy per pupil under the current definition of district 
wealth (adjusted assessed valuation). To simplify the analysis, we have 
excluded deductions from the state share for categorical assistance. 
Furthermore, we have treated the program calculation as $900 for each 
district, thus ignoring the smaller program calculation for historically 
lower-spending^ districts. Consequently^ it should be remembered that 

23 

In the lower-spending districts, the local share was further adjusted 
by the ratio of the actual.(sub $900) program calculation to $900. For 
further explanation on the details of the Minnesota foundation plan see 
E* Tron, Public School Finance Programs > op. cit , pp. 84-85. 

24 o 
The fact that Minnesota computed the smaller program calculations for 

the historically lower-spending districts on the basis of district spending 

in 1970-71 ^nd f dfrnula^ aMovances in later years made it necessary to treat 

all districts the same. The author wishes to extend his appreciation to 

Gary Olsen of the Minnesota State Department of Education for pointing out 

the complexities of the Minnesota formula. 
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;p|:U|/:rv)v^i;l-.^t^^^ bases for comparison are only 

tf^^ In -Tab^^^ presented the differences between the aid 

^fp;H..Vv >^ ; Tevei^ sirauiated- by each of the alternative wealth measures and the 
fS^ly v V ■ iiai^ aid lievcl during the 1975-76 school year. As in 

^£Ke' p^^^ tabie for Kansas, a negative sign^ refers to a decrease 



^ „d >levele and are not necessarily equal to the 

effect for that year. 



te^i _ ^ iti/thVsu^ corresponding .alternative wealth measure 

he<^ti^i:z€A.- Table entries represent the median dollar or median 



- ^ '25 

^ . ■ Vperc^^ aid per pupil. 




jks ck^^^^ seen from, the table,- the changes in the level of state 
||%v /aid ifer pupil are "fairly small, averaging under 10% for most of - the 

regression' based wealth measures. Only the rural districts would see 
an increase In the subsi^ly level should any of these alternative 
Wealth measures be utilized. For the other three types of districts, 
hoTOver,.-^Uie^ddition of pn income factor Into the wealth or fiscal 
capacity definition ^ould->result in a moderate decline in state aid 
|: ; - ' levels. The decline in aid is most pronounced for the central city 

school districts, where the use of the basic regression weights would 
result in a 10-18% reduction in the per pupil subsidy. 
/ Interestingly, the property conversion weighting scheme, with 

If^i!: ' income' given the dominanjt weight, creates the greatest change in the 

levels of state aid per pupil. While only a 5% average aid increase 



n.;. 



PCI: " 25, 



!where necessary to maintain the genekal order of magnitude of 
the wealth levels, the millage rate was adjusted to keep the product 
of the iilllage rate and the wealth of the median district the same 
under/ all of the definitions. 
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Table 18 



State Aid Simulations; Minnesota, 1975-76 



Medlah (Absolute and Percentage) Change In State Aid per Pupil under Alternative "health Measures 



Zfype of 'District 
^Rural. ..^ 



Stnali Urban 
^noh-SMSA) 



Suburban 
(SMSA) 



Basic 

Regression 
Measute 

Change % 

$8^ 2% 

- 27 - 7% 

- 12 - 3% 



Standardized 
. Regression 
Measure 

Change % 



$ 6 



- 25 



- 12 



1% 



-7% 



-3% 



Logarithmic 
Regression 
Measure - 

Change Z 
$ 2 OZ 



- 46 . -12% 



- 26 



5% 



Property 

Conversion 

Measure 

Change X 
$ 18 5% 

- 204 -53Z 

- 107 -23Z 



Centzal City 



- 49 -10% 



- 45 



10% 



- 75 -18% 



- 254 -78% 



^Changes calculated as the difference In the amount of state aid subsidy under alternative wealth 
asuasure relative to that amount simulated under current weailth measure. 
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per;;impl^^ fcr rural, districts, thc^ other three 'district 

i^tjrpei^^^ sizeable ai4 declines. For central city dis- 

tricts^ decline is :78Z. 

' \ t^stlyv the question remains as to what the fiscal neutrality 
effects of the sliQulated changes in state aid would be. Until re~ 
rcentlyi, school finance investigators have devoted little attention 
;t^^ th% 'Specific .^tatisb^ tests which should be used to measure « 



the; fiscal neutrality of a given school finance system, Rober::^ 
Berne has presented probably the most comprehensive survey of the 
-pptential measurement -devices. . .Although it is only on? of a -number 
ol.biyariate ,measures^^^ might be used, the measure which we ^hall 
user here ist coefficient of correlation (r) . 



27 



'26 ^ ' 

Robert Berne,. "Altermitive Equity and Equality Measures: Does the 
Measure Makie a Difference?," In E. Iron, Ed. Selected Papers in Schoo l 
iinance^ 1978 (op. cit.K PP- 1-57. 

27 ' • 

It^is important to note that the Pearson product-moment coefficient 
of correlation (r) is a satisfactory statistic for determining whether 
or not fiscal neutrality exists: i.e., whethpr wealth and spending per 
pupil are reiatied. However, it will generally not Indicate the magnitude 
of the spending inequalities which the wealth differences have generated. 
A simple example will indicate this. Suppose there are three districts, 
whose fiscal capacities and per pupil spending levels are as shown below. 





A 


B 


C 


Fiscal Capticlty 


$100 


$200 


$300 


Exps. per Pupil 


A99 


500 


501 



I 



As can be seen, the difference in the fiscal capkcities of the three 
districts is sizeable here, and: the level of expenditure per pupil is 
positively (and perfectiy) related to the level of fiscal capacity. The 
coefficient of correlation would equal H-l in this case. However, the 
difference in expenditure per pupil across the three districts is obvi- 
ously very slight and certainly not a matter o'f concern. 

. Some researchers 'have suggested using the regression coefficient 
calculated by regressing spending per pupil on wealth per pupil as 
"the^ appropriate measure of ^fiscal neutrality. This statistic, how- 
eyerr, also suffers from a major shortcoming. Given two alternative 
wealth measures^ It^ is. .generally not sufficient to claim that ther wealth 
measure with the lower regression coefficient is indicative of greater 
fiscal neutrality The dlspereion of the inter-district wealth distri- 
bution must also be taken. into account. 
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In Table 19 have been listed the correlation coefficients between 
spending per. pupil and district fiscal capacity as defined by our 
various capacity measures. The table should be analyzed with some 
,ca\iti6n, however. First of all, thevcorrelation coefficient between 
actual total ^spending per pupil and the actual wealth Iqvel in Minnesota 
:f or the .1975-76. school year (line 1) is seen to be +»22. Although the, 
magnitude of r is not large, it is statistically significant at the .01 
level. In short, fiscal neutrality did not exist in Minnesota in 1975- 
Ihjt Because of. the complexities involved in including categorical aid., . 
*in the simulatibris, we first simulated actual spending pci?> pupil net 
of categorical aid as the sum of e^cpenditures based on local revenues 

and the level of state subsidy aid* As can be seen in line 2, the 

> 

correlation-coefficient between siiAulated actual spending (net of 
categorical aid) and actual property wealth is a negative (-.lA). In 
Other words, this finding implies that tlie effect of categorical assis- 
tance is to favor the wealthier districts. Interestingly, our three - 
regression abased wealth measures ^ines (3) , (A) , (52/ ^^^^ not signifi- 
cantly correlated with simulatc^'^tual spending, and might be said to 
be ••fiscally neutral*^ with the exclusion of categorical aids. Of all 
our alternative wealth measures, only the property conversion wealth 
measure seems to produce a decidedly nonmeutral effect, with* an r « -.17 



Table 19 



Pearson Correlation Coefficients between Spending per Pupil 
and Various Measures of District Wealth: Minnesota^ 1975-76 



0 


[. ■ ■ ■ 




y , ^ , w 


Line 


J^ealtK) Measure 




Snendinff dpt* Pim'f 1 


(1) 


Property per Pupil 




.22**® - 


(2) 


Pl*onPi*t*v noT* Pim4 1 




-.14** 


(3) 


Basic Regression 
Wealth -Measure 




-.08^ 


(A) 


Beta-Weighted 
Wealth Measure 




-.09^ 


(5) 


Log-Weighted 
Wealth Measure 




-.07^' 


(6) 


Property Conversion 
Wealth Measure 




-TTt**^" 



*significant at a « .05, twortailed t-test 
**3ignificant at a « .01, two-tailed t-test 

a ' 

Based on actual expenditures per pupil for 1975-76 school 
year, including categorical aid. 

. Based on simulated expenditures per pupil, excluding cate- 
gorical aid. 
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Ohto Aid SimulaCions * 

In 1975 Ohio adopted a guaranteed yield form of state aid formula 

for subsidizing local school districts. The operation of the plan was . 

quite simple. The formula guaranteed $48 per pupil for the first 20 

equalized mills and $42 per pupil for each equalized mill in excess of 

20 mills up to a limit of 30 mills. For the year analyzed here, however, 

28 

the guaranteed yield plan was not yet fully funded. 

As we have previously done for the other states, we have simulated 
the levels of state aid by district type which .would result from our 
alternative definitions of school district wealth and compared them with 
the (simulated) actual levels of state aid which would have occurred 
under a fully-funded Ohio guaranteed yield plan in 1977-78. The results 
are listed in Table 20. 

As is evident from the table, the changes in the level of state aid 
are extremely small for the casp of nnr rhree-r^g4'^j^tnn^Aj-g4Tt--^H-finhpmAfi^- 
the average change being only about 2%. The property-conversion weighting 
scheme seems to have a more pronounced effect, lowering the level of per 
pupil state aid to rural and suburban districts, while raising the level 
of aid to small urban and central city school districts. None of the 
alternative wealth schemes produce sizeable changes in the level of state 
aid, however. This finding is quite consistent with our previous observa- 
tion that none of our alternative wealth measures appreciably affected 
the average wealth rankings among districts in 0hio# 



28 ' ' 

See Robert H. Vessel, '^Why Guaranteed Yield Failed in Ohio," Journal 
of Education Finance , 3 (Winter, 1978), p. 265-71. 



Table 20 



Sta:e Aid Simulations: Ohio, 1977-78 
Median (Absolute and Percentage) Change In St ate Aid per Pupil under Alternative Wealth Measur^.^ 



Type of District 



Basic 

Regression 
Measure 

Change % 



Standardized 

Regression 

Measure 

Change % 



Logarithmic 

Regression 

Measure 

Change % 



Property 

Conversion 

Measure 

Change % 



Rural 



Small Urban 
(non-SMSA) 



^^^$16 -2.8Z 
- 10 -2.5% 



$ 6 l.QZ 
12 2.3% 



-$19 -3.3% 
- 9 -2.1% 



-$20 - 3.5% 
12 3.1% 



Suburban 
(SMSA) 



- 23 -3.8% 



.0 0.0% 



- 29 -4.9% 



- 62 



-10.6% 



Central. .City 
(SMSA) 



„-_7 =1..6%, 



.19^ 



^A.6%- 



.^_2^ --0.5%-^ 



34- 



JLl.-0% 



Changes calculated as the difference In the amount of state aid subsidy under alternative wealth 
measure relative to that amount simulated under current wealth measure. 



It Is not surprising, therefore, that when we analyze the fiscal 
neutrality effects of our alcernative wealth measures, we find that 
there is little change in the correlation between district spending 
and wealth under our various schemes ♦ As Table 21 shows, the current 
Ohio system is decidedly non-neutral, with the coefficient of corre- 
lation between spending per pupil an& wealth exceeding .60. Further- 
more, there is not much variation in r, the sole exception being for 
the property-conversion scheme. Somewhat surprisingly, the value of 
r drops to .15, still highly significant but lower than under either the 
existing property per pupil measure or under our regression-based 
weighting schemes* 

« 

Prnnsylvan-f;^ Aid Simulations > 

For several reasons which will be noted below, we did not simulate 
the difference in the state aid subsidy which would be forthcoming to 



Pennsylvania school districts under the various alternative wealth 

measures. In the first place, the Pennsylvania legislature did not 

appropriate sufficient funds for the new Pennsylvania subsidy formula 

which was set up by Act 59. Consequently, the formula has not been 

fully implemented. Instead, the state has decided to figure \di^trict . 

entitlements unSer the previous law, then disburse by the new formula 

what extra funds the legislature did add* This pra^tice^has prompted 

a recent suit on the part of 122 school districts challenging the method 

29 / * 

of disbursing the subsidies* 
29 

G* Kocher, "Schools Sue Over Subsidies," Allentcwn Morning Call , 
February 28, 1979, p* Bl* 
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Table 21 



Pearson Correlation Coefficient between Spending per Pupil 
and Various Measures of District Wealth: Ohio, 1977-78 



Line Wealth Measure 

(1) Property per Pupil 

(2) Property per Pupil 

(3) Basic Regression 

Wealth Measure 

(4) Beta-Weighted 

Wealth Measure 

(5) Log-Weighted 

Wealth Measure 



(6) Property-Oonver^ion.^ 

Wealth Measure 



Spending per Pupil 

•68**^ 
.61**^ 

.63***" 
.65**^ 



.IS-**' 



♦significant at a « •OS, two-tailed t-test 
♦♦significant at a « .01, two-tailed t-test 



Based on actual expenditures per pupil for 1977-78 school 
year, including categorical aid. 

Based on simulated expenditures per pupil, excluding cate- 
gorical aid. 
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\ 30 
Moreover, in a recent article Russell Harris has analyzed the 

fiscal neutrality implications of the "new** Pennsylvania subsidy 

scheme. Harris used both the Gini coefficient and the regression 

coefficient as measures of wealth neutrality. He concluded that: 

The new system maintains a. significant relationship 
between the amount of local wealth and the total revenues 
available to school districts as indicated by only a slight 
decline as in the wealth regress^ion coefficient from ,3596 
under the old system to .3520 as a result of the new legis- 
lation. Likewise, the Gini index for total revenues available 
to school districts declined from .0809 to .0764. [The de- 
cline indicated only a very slight movement toward greater 
fiscal neutrality] . 

c 

A third reason for refraining from simulating the changes in state 
aid under the new Pennsylvania formula according to our various alterna- ~ 
tive wealth measures was the size of the weights which we estimated. As 
already discussed, the weights which we observed for oiir three regression 
based wealth measures were very close to the actual 60-40 weighting 
scheme currently in use under the Act 59 system. 

In light of these reasons, it was decided to exclude Pennsylvania 
from the aid simulation exercises. 

'^^Russell Harris, ''Act 59 and the Prospects for Reforming School Finance 
in Pennsylvania/* Journal of Education Finance > 4 (Spring 1978), pp. 487-501. 
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Conclusions; Ctate Aid Simulations . 

For the three states whose state aid levels were simulated In 
accordance with. our alternative wealth definitions, the following 
conclusions may be drawn. In the cases of Kansas and Minnesota, the 
assignment of moderate weights to Income produced modest changes (less 
than 102 usually) In the level of state aid to the average district. 
In general, the average state subsidy to rural districts wouU rise 
while subsidies to the other three district types would fall. .Only a 
dominant weight assigned to income would produce a sizeable change in the 
average level of state aid. For Ohio, on the other hand, the inclusion 
of income— even with a heavy weight—would have only a very small effect 
on average state subsidies. 

Because of the statistical difficulties in accurately measuring 
fiscal neutrality (see footnote 27. page 77), considerable caution must 
be exercised in drawing conclusions here. " We have observed, however, that 
the level of spending and the currently-measured level of district wealth 
are positively correlated for the states of Minnesota and Ohio. Broaden- 
ing the fiscal capacity measure to include income resulted in a fall in 
the value of the correlation coefficient in Minnesota, but (except for 
the property conversion scheme) little change in the correlation coeffi- 
cient- for Ohio. For reasons previously discussed, the fiscal neutrality 
analysis did not include the states of Ilansas and Pennsylvania. 



441 




*39I 



CHAPTER IV 
Summary and Conclusions 

It has been argued that measures of school district fiscal capacity 
which Include only property wealth may be too narrow. The dissatisfac- 
tion with such measures has led to frequent suggestions that income be 
included as an additional component of fiscal capacity. As of the late 
1970' s, seven states have followed such*^suggestions and are now using 
fiscal capacity indices which include both property and income. 

The question of the appropriate weights to associate with these 
two factors has been ?.argely ignored » however. The weighting schemes 
currently utilized in the state formulas which now include income re- 
flect either political compromise or arbitrariness. Under the plausible 
assumption that differences in weighting schemes can generate perhaps 
sizeable differences in district wealth and aid levels, the question of 
-th€J- appropriate weights deserves consideration. .In the present paper 
we have considered two alternative types of additive weighting schemes. 
The first was based on the premise that actual differences in district 
spending behavior should on the average reflect the relative importance 
of property wealth and Income. "Fiscal capacity is as fiscal capacity 
does** tersely expresses ^he empirical rationale behind this first weighting 
method. Multiple regression analysis was the statistical technique used 
for-deriving the weights. The second weighting method which we considered 
was based on a theoretical approach previously used by Walter McMahon, 
according to which property was considered as convertable into an income 

4A2 - . . ' 



flow or annuity per period* This, in turn, could be added to current 

4 

income to produce a more comprehensive measure of a district's ability 
to finance education. In effect, the property conversion rate is 
conceptually equivalent to a weight for property* 

The results of. the two approaches were quite different* For the 
four stat^^.s which served as the bases for the derivation of the re- 
gression weights, the weights accorded property usually averaged 60-80%, 
while those accorded income averaged only about 20-40% • By way of con- 
trast, the property-conversion scheme yielded a weight of only 8% for 
property, compared to a waight of unity for income. 

JO 

In Chapter III, the consequences of usinig these alternative weighting 
-schones were examined with reference to each of the four states. It was 
found, first of all, that the inclusion of income in a fiscal capacity 
measure would reduce slightly the variation in fiscal capacity, across 
districts. The heavier the weight given to income, the lower (generally) 
the variability. The results of the weighting schemes differed, however, 
according zo district type. The inclusion of income usually had the effect 
of reducing the fiscal capacity of the average rural' school district. 
On the other hand, .there was a general (though not universal) tendency for 
the average fiscal capacities of small urban and suburban districts to 
rise if income was included. Usually, the heavier weight given to income, 
the higher the Index of relative fiscal capacity. For the case of central 
city districts, no clear tendency emerged. In two states, the inclusion 
of income increased the index relative fiscal capacity of central city 
districts; and in two states it resulted in a decrease. 
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'ifhen^state aid le^Tels were simulated, much the same story as that 
of the wealth simulations emerged • Rural districts* on the average, 
would see an increase in their aid levels if income were included with 
a .moderate weight, while urban and suburban districts would witness a 

0 

decline in aid ^er pupil. In general (e^^cept for Ohio), the heavier 
the income weight, the larger the change in the level of state aid. 

As a final note, we think that it is necessary to point out that 
there is no single ''correct'* or clearly superior method of weighting 
incom^ and property wealth in a measure of fiscal capacity. The addi- 
tive weighting schemes used here have the advantages of < possessing a 
sound logical basis and being simple to construct and interpret. How- 
ever, what we have observed is that assigning. a moderate weight to 
income in an additive fiscal capacity index would usually not produce 
sizeable changes in the average level or dispersion of school district 
fiscal capacity in the states studied. Only an extremely large weight 
given to income (such as in the McMahon scheme) is capable of generating 
such sizeable changes. It is important to note, finally, that the con- 
clusions regarding the magnitude of the changes are valid only for 
additive weighting schemes. Under a multiplicatlve" ^weighting scheme 
(such^'as that used in Connecticut and Rhode Island), the resulting 
changes in wealth and aid levels might well be considerably greater. 
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* * MUNICIPAL OVERBURDEN! ITS MEASUREMENT 'AND ' . 

0 " ROLE IN SCHOOL FINANCE REFORM* ' 

^ Over the past decade, ever since the landjnark Serrano v. Priest case in 

California, the funding of public education has undergone court challenge in a 

O 

sO number of states. The thrust of the court chaj-lenges have either been the highly 

Q 

•<\J unequal per pupil spending levels that exist vithin many states, or the great 
Q 

I , I variation in financing abilities across local school districts caused primarily by 

<^ 

a heavy reliance on local property tax revenue. 'Both of these problems have been 

addressed by new state funding formulas that have been adopted during the last 

several years in a number of ^states.^ Despite this flurry of activity, several 

analysts have recently suggested that the net effec^ of many of these reform 

efforts has been little or no improvement in the equity of the school fundings 
p 

system. In particular, there is some evidence that de :pite large increases in 
state aid, the ability of many of the nation^s large city school districts to pro- 
vide adequate funding for public education may be worsening. The claim is made 
that cities* ability to support' local schools is constrained, not necessarily by 
inadequate wealth, but rather by greater non-educational demands for local re- 
sources. These higher nqp-education&l demands on the local tax base r2sult pri- 
marily from generally higher costs of providing services in cities, and from extra 
public services -Ihat tend to ^be required in cities.'' 

This argument has served as the basis of a recent court decision in New York. 
In Le vittovn V. Nyquist the Court ruled that a state funding system that equalizes 
resources among school. districts is insufficient. The differential costs faced 
by some large cities in order to provide non-educational public 
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' ^ejcylces, places a drain on the resources available for the funding of public 
education* The Court in New York suggested that higher non-education expendi- 
tures in many, cities are in fact required in order to produce essential 
services in those cities. Similar arguments have been made in a case that 
is. currently pending in Maryland,- ^ 

Both the education literature and the New York courts refer to the 
relationship between educational funding and .municipal expenditures as muni- 
cipal overburden. We shall argue in this paper that although the term 
municipal overburden is widely used, it has never been well defined* Without 
a generally accepted definition it is impossible to determine in which cities 
municipal overburden is a problem, and whether the concept. has a relevant role 
in school finance reform. 

The issue of municipal overburden can most usefully be thought of as 
two separate questions. The first involves measurem.ent of the burden which 
residents of various jurisdictions must face in order to provide for municipal 
services.. This is in fact the issue addressed by a large number of attempts 
to measure urban fiscal stress (or perhaps » distress). The second part of the 
municipal overburden question. involves local government's response to the 
existence, of flsqal stress: under what circumstances do ^local governments 
respond to fiscal stress by reducing their financial support of education? 
...V ^e .implication of this question is that local, governments may not respond at all 
t^'A ; ^ to municipal fiscal stress by-reducing spending on education, 
.^...^ A final issue related to municipal overburden concerns the policy 

J question of whether, and hpw, the existence of |nunicipal overbru.rUen should 
> :;.pHay a role in the distribution of state t Id.; Even if the . problem of ; 
; V* munlcl^^ is. clearly defined, It is a difficult task to design 

;grant--in--aijd instruments that compensate local school^ districts for their ' 



"^rtunicipal overburden. 

This paper addresses these three issues. We first turn to a review of 
the literature tha^ has attempted to measure both municipal overburden and 
fiscal stress. We then describe an alternative measure of fiscal stress that, 
we believe, can overcome some of the shortcomings of the existing literature. 
We then turn to the question of^the relationship between fiscal stress and 
education expenditure levels. We briefly review the literature, and suggest 
why the empirical results are so ambiguous. Finally, we suggest a number of 
ways in which state school aid formulas can be modified to deal with municipal 
overburden. 

Existing Measures of Municipal Fiscal Stress 

The education literature includes a number of attempts to demonstrate 
that larger cities face, on average, greater burdens in providing municipal 
services, and hence^ are less able to finance adequate levels of public educa- 
tion, lor instance, Gutherie, Kleindorfer, Levin and Strout (1971) argue that 

. . the residents of some school districts, particularly urban ones, are 
vulnerable to paying property taxes for many more purposes than simply the 
support of schools. These additional taxesi^re frequently referred to as ^ ' 
municipal overburden"* (p. 119). Alternatively, Sacks (1974) defines municipal 
overburden in terms of local school expenditures as a percentage of total 
expenditures. He notes that this ratio is lower in central cities than in 
suburbs, implying higher non-education expenditures in the cities. Other 
authors define municipal overburden in terms of higher levels of non-educa- 
tional expenditures in cities, higher property tax rates in cities, and 
smaller proportions of total tax levies devoted to schools in cities.^ 

Data from a large number of states support the contention that in general 
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municipal tax levies are highest In large cities, while educational expenditures 
as a proportion of school expenditures are considerably lower in cities as 
compared to their suburbs. For example, in a study of New Jersey conwunities 
Reschovsky and Knlckman (1976) report that municipal taxes per capita were on 
average 26% higher in large urban cownunities than in- non~urban comnunltles. 
Likewise, in urban communities school expenditures averaged 42% of total local 
expenditures as compared to 56% in non~urban coninunities. 

These measures of fiscal stress are all seriously flawed* . Although 
they are undoubtedly reasonable correlates, of fiscal stress, none of them 
provide adequate and accurate measures of municipal fiscal stress. The defi- 
ciencies of the measures are due to two important failures. First, they do 
not control for the level of public services provided. For instance, a 
community vlth high tax levies or high levels of municipal expenditures may 
not be heavily burdened by public sector responsibilities^ but rather may "have, 
through the political process, chosen to provide high levels of services. 
Thus, unless we can control for differing preferences for public services, 
measures of tax or expenditures levels are insufficient as indices of fiscal 
stress.^ The second reason why high levels of per capita expenditures, or 
small tax bases, are not necessarily good indicators of fiscal stress is that 
these measures fail to indicate whether the l^al taxpayer in fact faces a 
relatively high local tax burden. The receipt of intergovernmental grants, or 
the ability of local taxpayers to shift or "export" their tax burden to 
nonresidents f may both result In high expenditure and/or low tax base 
communities whose residents are not fiscally stressed. 

In recent years there have been widespread efforts to. improve on early 
measures of fiscal stress. Papers by Barro (1978), Bradbury (1979) and Cuciti 
(1978) review this literature^ and discuss the definitional and measurement 
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.Issues Involves in constructing indices of urban fiscal stress* Bradbury draws 
the very useful distinction between "budgetary" and "citizen" fiscal distress* 
The former refers to, the*^ type of problem that faced New York City, namely 
difficulties in balancing the municipal budget, while the latter involves 
difficulties in providing residents with acceptable levels of public services 
at reasonable tax rates* Both types of problems (which can occur simultane- 
ously) are related to what Bradbury calls "structural" fiscal distress. 
Structural distress exists when cities face underlying problems that lead to 
long->run difficulties in obtaining adequate resources to meet local needs* 

An example of an attempt to build a structural stress index is Nathan 
et al*'s (1977) "urban conditions" index. The purpose of their index is to 
point out which cities have high public service "needs." The index does not 
measure relative ^needs" directly. Rather, three variables which are thought 
to^e related to relative fiscal needs are the basis for comparison across 
cities. The three factors chosen by Nathan et al. are (1) percent of housing 
built before 1939, (2) percent- of the population with below poverty level 
incomes, and (3) rate of population change. The three factors are weighted 
equally in the index. In general high values of the index are generated for 
cities that urban experts would consider fiscally stressed '•high need" cities. 
For^exanple.^Jlewark_^nd^ Louis, two cities on most lists of stressed 
cities, are near the top of the "urban condition" index. ^ / 

The main advantage of the index is its simplicity. The mechanics of the 
Index are easy to understand, but the simplicity, of course, is achieved at the 
expense of a clear conceptual underpinning. In fact, the index is rather ad 
hoc in character. Also, it is not clear that the index is sensitive to the 
impacts of existing federal and state aid on the ability of local governments to 
pay for necessary services, or to the amount of tax burden that is exported. 
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* *. In an intriguing recent paper Aaron Gurvitz (1977) suggests that a 
community is experiencing fiscal stress if it is raising local tax revenues 
above a 'maximum au&tainable level." Excessively high tax rates will induce 
residents and businesses to leave a community ♦ This fact enables us to define 
a tax rate that will in the long run maximize^ ^^^^ government revenue. Any 

higher 'tax rate will not be sustainable in the long run because it will reduce 

' / 

the level of local economic activity, and eventually reduce aggregate revenues. 
Gurwitz*8 index has the advantage of clarifying the fact that resources for 
public education and for municipal services come from the* same pool of 
resources. However, empirical estimation of the index will be very difficult, 
as its data requirements are extremely large. 

An Alternative Index of Fiscal Stress 

Ideally an index of fiscal stress should measure the burden faced by the 
average resident in order for his local government to meet local "needs." In 
other words, in defining an Index of fiscal stress a distinction should be made 
between the tax burden created by providing necessary services, and the burden 
of public provision of discretionary services. In order to demonstrate wHy some 
Qommunlties have more public service needs than^others, andTi^y the costs of 
^providing for suchzneeds" vary across communities, it is. useful to decompose 
the-determlnants of local government expenditures, 

- Define g. as the quantity of a composite local public service provided 
per capita on an annual basis in co?immlty 1; g^ is thus a measure of ^the out- 
put of local government. For example, the output of a police department might 
be measured in terms of a reduction in the probability of a given type of crime 
occurring. Annual per capita local government expenditures can be defined as 
the product of g^ and p^, the cost per unit of public output. Thus per capita 
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expenditures vary across communities because of variations in output » or in the 
price (or cost)* per unit* 

There are several reasons for differences^ in output levels. Firsts 
communities vary in their ability to pay» or fiscal capacity. Demand or 
public output is generally positively related to the size of a commi^nity*s 

4 
t 

tax base» and the level of intergovernmental grants received. Th^' second factor 
that affects local demand for public goods is the existence of L^gal require- 
ments mandated by statute or the courts which require that certfain levels of 
services be provided*. Also^ certain services are considered /necessary by the 
standards of the time or the region* For., example ^ by the standards of the 
eighteenth century public fire protection was not consideyted a required muni- 
cipal service even in the largest cities^ while today al( large cities would 
consider it one of the basic functions of local goverm^nt* Clearly many 
standards of public service^ whether legally mandated or not» are determined 
by certain technical characteristics of a jurisdiction^ rather than by citizen 
preferences* For ins^a^ce^^die.-decisloh to have ^iiblicly provided sewers 

jrather-than ^ivate septic tanks is usually detepnined by the type of soil and 

-5. 

drainage conditions in the community* 

Finally^ the demand for public goods i$ affected by preferences or 



ta^stes for public goods* Depending on the degrees of responsiveness or local 
government to its citizens* preferences » th4 relevant preference may be the 
collective tastes of the citizenry ^f or pul/lic goods^ or the preferences of 
the political leaders* An index of fiscal stress should reflect only inter- 
community differences in required public sector demand not due to differences 
among communities in their J>reference8/ for public gdods* 



The degree of fiscal stress faced by any community depends not only on 
the public services it is required to provide^ but also on the costs per unit 
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of public service. To understand the reasons for interjur;isdict'ional cost 
differences we assuine that the per capita production of public goods in 
jurisdiction i can be represented by: „ \ 

where X^^are the "facilities" available for production of g^, and N^, the popu- 
lation of the community,^ The term facilities refers to a combination of \ 

inputs;, labor , land and capital necessary to produce public output of g • 

\ i i ' 

The facilities for safer streets, the output of a police department, might be a 
given number of police patrola* Each patrol requires one or two policemen, a 
police car, gasoline, and a coninunlcations network. Similarly, the facilities 
necessary to produce educated children include teachers, classrooms, and books. 

There are three major reasons why per unit public sexvice costs differ 
across communities. The first factor is the degree of "publicness" involved* 
For some public goods, additional population will have little impact on service 
levels ^nd hence on costs. For other public services, or under conditions of 
congestioni -an^extra person will significantly reduce the average level of g^, 
and thus require additional facilities, and costs, to maintain service levels. 
The coiq>o8iti9n of population can also have an impact on costs. For example, 
there is significant evidence that more educational resources are needed to 
provide a given quality of edii<»*tion to children from poor families than to 
middle^class cjilldren. Hence, ah increase in t\ie proportion of poor children 
in a conmunity will increase costs if education "output" Is to be maintained. 

Costs of producing pu|>llc services also vary across conmunitles because 
the relationship between g^ apd varlest In some conmunitles facilities are 
used more efficiently than in other communities. Efficiency differences may 
be a 'function of scale Economies, inefficien^t factor mixes, or low factor ' 
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productivity. Also, certain pure technical factors may require particularly 
large aiaounts of facilities to achieve a given level of per capita public 
service. For example, the provision of adequate fire protection in communities 
with high-rise buildings requires, special facilities (i.e., hook and ladder 
trucks) not necessary in other communities. 

The final factor that affects costs are variations in factor prices. 
Large cities generally face higher factor costs than smaller jurisdictions. 
Labor costs dominate municipal budgets, and on average salary levels for 
municipal employees are positively correlated with jurisdictional size. Accord- 
ing to a survey conducted by the International City Managers Association (1979), 
the mean starting salaries for policemen, firemen and refuse collectors are 
approximately $4000 per year higher in cities with over one million population 
than in cities with between ten and twenty-five thousand population. 

The above discussion should "make clear that the costs of providing 
necessary or required public services will vdry substantially across jurisdic- 
tions. In general we e^^pect that not only will the amount of necessary public 
services be greater in large central cities, but the costs of providing these 
services will also be higher^ than costs in smaller cities. Controlling for 
differences in tax base and in receipt of grants, communities facing high 
public sector costs will face the highest tax burdens. If we call a community's 
required, public services its "minimum bundle," then we can measure fiscal 
stress as the tax burden necessary to finance a minimum bundle of municipal 
d^efvices. 

5 The actual construction of such an index requires that we be able to 

(1) define each community's "minimum bundle" of public services, (2) estimate 
the costs of each minimum bundle, and (3) calculate the tax burden faced by a 
typical resident in order to finance the minimum bundle. In the next several 
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paragraphs we shall suggest a lethod of constructing such an Index of fiscal 
stress. 

As minimum bundle expenditures are not directly observable, the first 
problem Is one of determining the composition and cost of each conimunlty's 
non-dlscretlonary (minimum bundle) public services* One approach to sepai'atlng 
discretionary from non-discretionary expenditures would be to analyze municipal 
budgets on a line to line basis* However, this detailed approach is unlikely 
to be fruitful because typical budgets do not break down factor costs by the 
type of service provided. For example, budgets provide little evidence on how 
much of police salaries are condensation for required, as opposed tr discre- 
tionary, activities. Only if municipalities maintain program budgets will 
budgetary data prove to be useful. Unfortunately, very few local governments 
construct true program budgets* 

In a previous study (Reschovksy and Knickman, 1976), we chose an alter- 
native, statistical, approach t: at starts with the estimation of a reduced form 

8 • 

expenditure function. In specifying this function the goal was to employ 
a set of demand and supply side variables that as closely as possible reflect 
the particular needs of each community, and the factors that determine r.he 

costs of meeting these needs. Thus the regressions Include variable^ reflecting 

A. 

differences iti public sector technology, factor prices, and public sector 
congestion. For example, drawing on a previous example, the presence of high- 
rise buildings will be an indicator of the necessity of having highly trained 
professional fire fighters^ rather than volunteers, and will also reflect tae 
technical fact that high-rise buildings require more costly equipment (i.e., 
"facilities") to combat potential fires. Variables reflecting population size 
and composition will be Important determinants of both the scope and cost of 
the community's minimum bundle of public services. For example, given current 
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legislation and societal mores, a concentration of poor elderly people within 
a consnunity may necessitate the public provision of certain health care ser- 
vicesp and may. increase the costs of providing other services, such as public 
safety and recreation. 

The important element in the specification of these expenditure equations 
is that the set of independent variables used should explain as completely as ' 
possible the costs. of a minimum bundle of public services. The difference 
between total municipal expenditures and the cost of the minimum bundle 
reflect loca}. discretionary expenditures • These are determined by local pre- 
ferences or tastes 9 which are implicitly included in the tegref?sion residuals. 

Estimates of the costs of «ach connunity's minimum bundle are derived by 
calculating predicted expenditures using community specific values of all inde- 
pendent variables, except for fiscal capacity. The actual value of fiscal 
capacity in each community is replaced in the estimated eqxiation by the value 
of fiscal capacity Judged to be the minimum. necessary for the financing of 
required public services. The resulting prediction provides an estimate 
of the costs in each community oi^ providing a minimum bundle of public servicese 
In essence 9 the regression approach Is a method of weighting various factors 
that determine the composition and costs of necessary public services in a 
manner that is related to their relative effects on actual expenditures. Thus 

it is a statistical approach to combining these factors into an index, rather 

9 

than a purely ad hoc approach such as that used by Natha;* et al« 

The final step in constructing our index of fiscal stress is to determine 
the tax burden on the average resident required in order to finance the local* 
minimum bundle of public services* This is accomplished by subtracting revenues 
received from other governments tn the form of grants-^in-aid r om the cpsts of 
the mlninmm bundle*-^^ The total locally raised costs of the minimum bundle 
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are. then divided by an appropriate measure of fiscal capacity in order to 
determine "the tax burden necessary to i^nance a minimum bundle of public 
services.^^ 

As the property tax is the dominant source of local revenue in many 

states, the market value of real property is an appropriate measure of fiscal 

12 

capacity in those states. However, if, as suggested by Helen Ladd (1975), 

some proportion of the tax on commercial-industrial property can be shifted to 

« residents through higher product prices, the fiscal capacity measure should be 

reduced to reflect this shifting of the tax burden^^^ Where coninercial- 

industrial property is part of the tax base, the cost of providing pi^blic 

services- for this property should be included in the costs of tht minimum 

bundle* In states where local governments rely on revenues from noii-property 

tax sources, fiscal capacity measures should reflect these broader tax bases. 

Ir. a preliminary study, relying on data from a sample of 62 local 

feoyemments in New Jersey, we constructed a fiscal stress index using the 

methodology described here (Reschovsky and.Knickman, 1976). The resulting 

index indicated that Newark had to levy a seven percent tax rate to raise the ' 

local portion of the cost of its minimum bundle while Englewood Cliffs, a 

wealthy suburb, levied just a one percent tax to pay for its minimum bundle. 

Municipalities classified by the state government as low socioeconomic status 

(SES) and urban had an average fiscal stress index of 3t9%, while suburban ^ 

communities. had an average index of 0.6%. However, it is interesting to 

note that amongjclties classified as urban many had reasonably low levels of 

fiscal stress. This emphasizes the fact that not all cities experience fiscal 
stress* 

.Although we believe our index of urban fiscal stress overcomes some of 
the deficiencies of stress indices found in the literature, it is not without 
its serious shotft comings, the potentially most serious problem involves the 
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regression technique used to estimate the cost of a minimum bundle of public 
services. Certain variables that may be Important In explaining cost varl** 
atlons In required services may also help explain variations In preferences! 
for dlscretilonary public services across jurisdictions. Alternatively, varl» 
ables that have been excluded from the regression because they explain pre- 
ferences for discretionary public services may prove to be highly correlated 
with Included variables that explain variations In the costs of required ser- 
vices. The consequence of either of these events is that the estimated cost 

lA 

of the minimum bundle of serviced will be biased. 

The problem Is a difficult one. However, it cannot be circumvented with 
an ad hoc index which arbitrarily weights variables thought ,to be related to 
need! the potential correlation of these variables with taste factors 

retoalns no matter what weighting procedure is used.^^ We should emphasize, of 
course, that despite the potential bias of the regression based procedure, the 
bias Is^ likely to be much smaller than if total expenditures are used as an 
index. ^ 

• 

Municipal Overburden and EducatlonaJ Hx penultures 

^During the 1970s courts in a number of states have declared state 
education funding systems unconstitutional. In addition, several constitutional 
challenges to educational funding are still pending. Although no two cases are 
Identical, nearly all of them are based con one of two major arguments. In 
cases such as Robinson v. CahUll in New Jersey, the Court has ruled that the 
state must guarantee that all children receive a- "thorough and efficient" 
education. In other words^ the '"^ourt has Interpreted the state constitution's 
"education clause" to mo^an that the state is responsible for guaranteeing, that 
all students receive an acceptable level of education. In most states the term 
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••acceptable" has been defined either as a minimum level of per pupil .expendl- 
tures or a redufction in the Inter-distrlct variance In expenditure levels. 

In other states, the courts have focused on state constitutions' "equal ' 
protection" clauses. ''^^ The argument, first articulated m Serrano v. Priest 
1? not directly concerned with. the equality of educational expenditures, but 
rather with the unequal spatial distribution of property tax base within a 
state. The Serrano court ruled that equal protection requires that education 

Spending levels not be directly related to differences in local school dis- 
trict fiscal capacities. This criterion, often called fiscal neutrality or 
taxpayer equity, Is satisfied when taxpayers in two communities that have 
chosen eq ual tax rates > enjoy equal per pupil expenditure levels. 

A significant number oC the school finance reform efforts that have 
occurred during the 1970s have been addressed to the courts' first concern 
— the equality of educational output. The courts in several, states have 
mandated state legislatures to increase state funding of education in such a 
way as to reduce wide variations among school districts in per papil spending 
levels. When appropriate adjustments are made to reflect the generally higher 
•costs of providing education in large cities, per pupil spending levels are 
usually found to be lower in cities than in many suburban communities. For 
example. In 1978 In New Jersey the average low socioeconomic status urban school 
district spent nearly $200 less -per pupil than the average suburban district 
characterized as high socioeconomic status. This pattern exists even though no 
adjustment was made for higher costs in urban -districts and after a major court 
mandated reform substantially increased state aid to .^education In New Jersey. 

The claim Is made that a major reason for lower spending levels In urban 
communities is the fiscal stress under which many urban coninunltles operate. 
The implication of thi« claim Is that cities that are fiscally stressed respond 
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* to the higher burden of providing municipal services by reducing exp/snditures 

on education* It is in effect this behavioral response to fiscal stress -that 

characterizes the problem of municipal overburden* Thus from the perspective 

of courts .and legislatures interested in reducing inter-distrlct variations in 

education spending If i^els, municipal overburden is a relevant concern only if 

fiscally stressed communities respond to their fiscal distress by reducing 

spending levels on education* 

As education and non^education municipal expenditures must compete for 

the same resources, any simple model of local government behavior can establish 
* 

an interdependence between education spending levels and municipal fiscal 

stress*^^ Witli fixed levels of wealth, local residents roust trade off levels" 

- - * * 

of each type of public service, and levels of privately' purchased consumption 

18 

goods* Despite this fact and despite several attempts to empirically explore 
the relationship between fiscal stress and education expenditure levels, there 
exists no good empirical evidence estciiilishing this relationship. 

X —For example, Brazer and Ander^son (1975) found a negative relationship 
between the tax rate for municipal services and education expenditures using 
Michigan data, but the negative coefficiept was not statistically significant* 
Ladd (1,975) included a variable that measured non~educatlon expenditures per 
pupil in an education expcnditu'*^ equation estimated with data from Boston 
SNSA school districts* ' The coefficient of the non«-educatlon expenditure 
variable, however, was not significantly different from zero* 

In contrast to Ladd^s results, Grubb and Michelson (1975) found some 
evidence suggesting a negative relationship between school expenditutes and the 
level of non-achool expenditures* Non-school expenditures were most important 
in influencing education expenditures in high population areas* 

Unfortunately^ there have been no adequate studies of the relationship 
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^^^tetwee^^^ ex^ienditures. All of Che previous studies 

used very crude measures: of ^fiscal stress, namely municipal tax rates or expen- 
diture levels. As we have discussed above, these measures are inadequate 
as measures of stress. In addition, an appropriate test of the stress-expendi- 
ture relationship will require more complex .specif icatibns than found in the 
existing literature. One problem is that measures of fiscal stress tend to be 

^ highly correlated with the explanatory variables comnonly found in education 
expenditure, functions. 

Tfie question of the relationship between urban fiscal conditions and 
education expenditure levels is important flind requires further research if the 
courts continue to require that legislatures come up with more effective 
mechanisins f or reducing Inequities in per pupil spending levels. Unless 
^empirical evidence can be . found thjat high levels of fiscal stress adversely 
affect spending on education, municipal overburden 1^' nbt a problem that is 
relevant-to policymakers c<mcem64^th the level of per pupil spending on 
Vducation., ' ^ ' " - , - . ^ . 

\^ Meeting the judicial <>bjective of fiscal neiftrality, however, is not 
dependent on the^ behavioral response of local governments to the existence of - 
fiscal stress. Defining fiscal stress in terms of the costs of a minimum « 
bundle of municipal services, a fiscally stressed city can jnainta'in ade^ate 
^ education spending levels only" by burdening its. citizens with extraordinarily 
high overall tax rates. Clearly fiscal neutrality cannot be achievjed unless ' ■ - ' 
compensation is made for the existence of fiscal stress. 

• • The courts will have to decide whether this problem is within the. appropriat 
-^domain of education policy. The discussion presented in this section suggests that 
a state, court's decision concerning the relevarice of the municipal overWden issue 
should vary depending on whether the court ruling is based on a fiscal neutrality 
.afgument or an equal opportunity argument. 



A60 



Accounting for Municipal -Overburden In School Aid Formulas 

. This section ifacuses on several policy instruments which could be used 

to eliminate the relationship between municipal overburden and education 

expenditure levels. Perhaps the most ambitious approach to neutralizing the 

impacts of municipal overburden would be to institute a grant-in-aid program to 

local governments from the federal or state* governments that would guarantee 

that every local government could provide its minimum bundle of public services 

at an identical tax rate* 

As an example. It has been estimated that In New Jersey the municipal tax 

rate necessary to fund a "minimum bundle" of municipal services varies from 

about one percent "of market valu es In wealthy suburbs to about seven percent 

of market values In Newark. New Jersey could adopt a formula that would finance 

the net cost of each community's minimum bundle in excess of the amount that 

each community could raise on its own by levying a one percent tax on its own 
19 

^property tax base. Under this formula, based on 1975 data, Newark would 
receive municipal overburden aid equal to six percent of its property tax base, 
or approximately $250 per capita. 

This type of municipal overburden equalizing aid coupled with "power 
equalizing" education aid would insure that resources available for education 
are completely Independent of local wealth. The municipal 'overburden aid, 
however, would be Incredibly.. costly to a state government. For example, 
accounting for municipal overburden would require a doubling of state aid to 
Newark. The result would be that nearly 100 percent of Newark's education 
expenditures would come from non-local sources. 

A second strategy for neutralizing the Impact of municipal overburden 
on education expenditures Is to Increase a community's education aid by an 
amount related to the expected reduction In education expenditures attributed 
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to >unicipal overburden^ For example, assume that. a careful econometric study 
indicates that for every unit increase in an index of fiscal stress above 100, 
education expenditures decrease by ten dollars per pupil. Thus, a coinnunity 
with an index of 120 spends $200 per pupil less on average than a comparable 
town that has an index value of 100 or less. One possible strategy would be 
to set municipal overburden aid at a leyel which would stimulate the high 
municipal overburden community to increase expenditures by $200, This approach 
would insure that the level of expenditures across districts is independent of 
the level of fiscal stress as ineasured by the index used in the formula. 

The cost of this approach depends on the degree to which expenditures 
are stimulated by Increased aid. There are many studies concerning the Influence 
of varying types of aid on education expenditure levels. However, there is 
no research that focuses explicitly on how fiscally stressed cities respond to 
grants-in-aid. Several rexzent studies of education expenditures in a number of 
states have estimated low price elasticities,^.^ This Implies that school dis- 
tricts tend to Increase per pupil, expenditures very little in response to high 
matching rates and matching rates are often highest for fiscally stressed urban 
school districts. 

It is possible that fiscal stress Itself may provide a key explanation 
for the small expenditure response to matching aid. If this hypothesis is 
true, then the above approach to neutralizing the Impact of fiscal stress on 
education expenditures could be very costly. For. example, if just twenty 
percent of new aid to fiscally stressed communities goes toward Increased 
education expenditures, then it would take $1000 of extra aid per pupil to 
induce a community to Increase education expenditures by $200, 

These approaches to neutralizing the Impacts of municipal overburden 
on education expenditures would solve not only most educjatlon finance problems 
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in fiscally stressed localities^ but also most municipal finance problems* 
It is not at all clear that school f^inance reform is an efficient policy 
instrument for addressing g'eneral urban fiscal concerns. Netzer (1974) 
argues persuasively that • • there is no sensible way for the school 
finance system to remedy all, or even a large part, of the fiscal distress 
of pauper cities*" He notes that general relief from fiscal stress • • must 
come from outside the school finance system, from non~school fiscal measures 
specifically tailored to the specific circumstances of the cities/' - 

The two strategies discussed so far for neutralizing the impact of 
municipal overburden on education. expenditures are formula approaches* They 
are also fiscal neutrality approaches in that they equalize the ability to pay 
and leave each school district free to set tax rates and education expenditures 
at the locally desired level* ^ 

An alternative strategy for neutralizing the impacts of municipal over^ 

burden on education expenditures is to directly equalize expenditures rather 

than to attempt to stimulate equal expenditures or insure fiscal neutrality* 

Direct equalization of expenditures can be accomplished by mandating education 

expenditure levels and a level of tax effort. The state would the'n finance 

the difference between the costs of the mandated expenditure level and the 

22 

revenues rasied locally by the nmndated tax effort* Alternatively, but 

equivalently, the state could assume complete responsibility for education 

financing and then set uniform state*-wlde tax rates to raise the required 
23 

funds* 

r 

The^ advantage of this approach is that it neutralizes the impacts of • 
municipal overburden without having to provitle large amounts of aid that will 
be used by local governments to reduce levels of municipal overburden. Full 
state funding with expenditure limits neutralizes the role of municipal over*- 
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. burdtn in. education expenditure decisions, and, at the same tiroe^ leaves the 
task of designing strategies for eliminating^ or reducing municipal overburden 
.to urban fiscal, policy* 

' The problem with full state funding is that it restricts the choices of 
local school districts. Districts cannot choose levels of education expendi* 
tures that specifically reflect local preferences for education. Some districts 
would be forced to spend less than tl;ey would freely choose, while other dis- ^ 
tricts would be forced to spend more* Full state funding is generally not 
popular among wealthy districts that have sufficient resources to allocate 
discretionary expenditures to education* ^ 

In deciding which alternative policy strategy to use for neutralizing 
the impacts of fiscal stress on education expenditures,, state decision makers 
must choose between two rather unattractive tradeoffs* Either state aid must 
be greatly increased in order to fiscally condensate for municipal overburden 
or* full sTate funding with politically unpopular expenditure limits must be 
adopted* 

Perhaps what this suggests is that a coiq>lete solution to the municipal 
overburden problem would be too costly and would conflict too much with other 
aims of education policy* In this case", a partial solution might make more 
sense, both pplitically and educationally* For example, an acceptable compro-* 
mlse might be staterwide funding of a level of education expenditures that is 
Judged to be adequate for providing acceptable education services, and then 
local freedom to add locally raised revenues to this expenditure level* 

Conclusion 

'In this paper we have explored the Impact of municipal fiscal stress on 
the fliianclng of public education* The relationship between fiscal stress and 
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the level of expenditures on public education Is generally referred to as 
municipal overburden* Because we believe that existing measures of municipal 
overburden are deficient^ we have developed an alternative measure that Is 
based on the premise that public services provided by local governments can 
be divided Into required services^ and those that are purely discretionary* 
The set of required services Is determined by a combination of legal requlre*- 
mentSy technical requirements ^ and generally accepted norms or standards of 
service within the State* In light of this distinction among local public 
services 9 we defined fiscal stress In terms of the fiscal effort necessary for 
each community to provide the required^ or "minimum bundle" of services* 

In order to define appropriate policy responses to the existence of 
municipal overburden. It Is necessary to know the degree to which fiscal 
stress affects education expenditure levels* Unfortunately very limited 
empirical evidence currently exists*^ Despite this lack of evidence, the 
courts may require that state education funding systen^be adapted to account 
for municipal overburden* We have demonstrated that this may either prove to 
be exceedingly costly or may require state mandating of education taxation 
and spending levels* i . . ^ 

The process of making tradeoffs and compromises among educational goals 
when choosing an education finance system that diminishes or eliminates the ln«* 
fluence of fiscal stress on education expenditures Involves normative decisions 
that an analyst cannot ma)ce» However » It Is- Important that the Implications of 
alternative strategies be made clear to state decision makers. To do th:ls, more 
research must be done to detemdLne the degree to which fiscal stress actxially 
influences education ^funding patterns,- and to determine how much aid would "be 
required to neutralize any liiq[>act8 that fiscal stress actually hsr^n education 
expenditures. 
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NOTES 



- 1. The Education Commission of the States (19?8) reports that during the 

1970s, 25 states have reformed their public education funding structures, 
many of the reforms mandated by court action,- 

2. See Carroll (1979) and Knickman a^d Reschovsky (1980)/ 

3. Coons, Clune and Sugarman (1970) also suggest that the easiest way to 
measure overburden is to measure local non-educational taxes. 

4. See Sacks (1972) anc} Berke,, Campbell and Goettel (1972). 

5. A number of recent: studies that attempt to measure fiscal stress fail 
to make any adjustments for differences in public sector preferences. 
For example, a widely publicized study of fiscal stress in sixty-six 
cities done by the First National Bank of Boston and Touche Ross and 
Company (1979) uses actual expenditures per capita in its , measure of 
fiscal stress. In another study, Clark (1977) used per capita expen- 
ditures on nine types of public services as a measure of fiscal stress, 

6. This approach has been developed more fully in Inman (1977), 

7. Sees for example, Jencks et al. (1972). 

8. See Bahl (1969), Inman (1979), or Wilensky (1970) for surveys of the 
large literature on determinants of local government expenditures. 

9. This use of regression analysis is very analogous to the methodology used 
to compute educational cost functions. For a discussion of education 
cost indices see Brazer (1974), Brazer and Anderson (1975), Grubb and 
Hyjnan (1975), Chambers (1978), and Wendling (1979). In the case of cost 
functions, regression analysis is used to distinguish the demand related 
determinants of wage, levels or price levels from supply related deter- 
minants. The supply factors are. interpreted as reflecting price differ- 
ences while the demand factors are interpreted as reflecting quality 
differences. The regression approach to measuring necessary municipal 

/^S,^?^*^""^^** ^^^^ Brazer et al. (1971), Akin and Auten 

(1976), and in slightly different contexts, by Musgrave and Polinsky 
(1970), Auten (1974), and Barro et al. (1975). 

10. Lump sum grants .have a slightly different effect on minimum bundle expen- 
diture? than matching grants. All lump, sum grands can be used to defray 
the costs of the minlmt^nT bundle, but matching grants are directly related 
to total expenditures^^ Thus only those matching grants which are matched 
to expenditures that are included in the minimum btindle should be sub- 
tracted from the- total cost of the minimum bundle. 

'11. Barro (1978) has developed an index of fiscal stress that is similar to 
the one discussed here. The Barro index is equal to the tax rate that 
would have to be levied for a town to raise its "expenditure-to-need" 
ratio to the average level of expenditures in a state. For example, if 
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a town has 35Z more needs than the average town In the state and If the 
average municipal expenditures In the state are $350 per capita, the 
Index value would be the tax rate needed to finance expenditures of $A73 
(350 X 1.35). AlthouRh this Index takes Into account varying needs and 
varying abilities to pay, It^also is Influenced by the level of average 
discretionary expenditures, in a state* The index discussed in the text, by 
contrast, measures only the tax rate that must be levied to pay for a 
town's non-discretionary expenditures* The two indices, although similar, 
can lead to different conclusions about relative levels o^ fiscal stress 
When towns with high needs' also have large tax bases* 

12* There is a long, and still unresolved debate in the llterarure concerning 
the neasureaent of fiscal capacity* A standard reference is the Advisory 
Commission on Intergovernmental Relations. (1971)* More recent discussions 
can be found in Margolis et al* (1971), and in Akin (1973, 1979)* 

f 

13* In constructing our fiscal stress index we have Ignored the fact that 
property taxes can be deducted from federal and state taxable income* 
Accounting for this provision of the tax. laws, would reduce fiscal 
stress in higher Income communities and those with a high proportion 
of homeowner ship* 

'^-^ ■• * 

14* Economic theory provides no clear guidance as to what variables truly 
reflect needs versus preferences* Consider, for example, a variable 
like population density. \ A legitimate argument can be made that high 
density increiases the need for certain services, such as street cleaning, 
that are less essential or unnecessary in less dense localities* In addl«" 
tlon, the price of services in dense localities tends to be higher in part 
due to the historical structure of city-rural wage differentials* Thus, 
one can interpret density as a need variable* On the other hand,- it Is 
very possible that citizens in dense localities have different preferences 
for municipal services than citizens in non-de^nse localities* For example, 
parks and public recreation may be far more important to the urban apart- 
ment dweller than to. the suburban homeowner* Thus, one might also expect 
density to be correlated with discretionary expenditures* 

One way of reducing this problem is to estimate the equation separately 
for each expenditure ^category* Then it would be possible to interpret a 
variable like density as a need variable in some cases, such as for fire 
expenditures, but as a taste variable in other cases, such as for recrea- 
tion expenses* 

*> 

15* One possible ad hoc procedure for determining discretionary expenditures 
^ould be to have a Vpanel of experts" sit together and decide on, a level 
of non-discretionary expenses that would apply to each expenditure cate- 
gory for each cla^s of cities* Legislatures, and perhaps State courts, 
^ might find this approach attractive* The testimony in Levi t town vs^ 
Nyquist concerning municipal overburden consisted largely of expert wit- 
nesses stating judgments about the relative levels of municipal expendi- 
tures in tihe large cities of New York State. 
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16. In. 1972 the U.S. Supreme Court In Rodriguez v« San Antonio rev-ersed a 
lower court decision that had declared unconstitutional the Texas system 
of education finance on the grounds that inequities in per pupil expen** 
ditures resulting from the existing system of school finance violated 
the equal protection clause of the U.S. Constitution. 

17. Gurvitz (1977) offers a refinement of the standard economic model that 
leads to the prediction that in fiscally stressed cities^ increased non- 
discretionary expenditures on municipal services will be financed mostly 
by decreased education .q>enditures as opposed to decreased private con- 
sumption. He argues that available Income for public actiyity Is smaller 
than total local Income berause of the potential for out migration of 
economic activity and of the populatior^* Thus» if a community is spending 
all of the income available to it for public activities, tJtiere Is a great 
deal of pressure to decrease other public activities when the demand for 
one type of activity increasies. If non-discretionary municipal expendi- 
tures are high, this must be compensated for by lowered dlscre**16nary . 
municipal expenditures and/or lowered education expenditures. 

18. A wide variety of formal relationships between school districts and 
municipalities exist. In some states, they are politically independents 
In other states, schools are. a municipal government function*. In still 
other areas a middle ground exists, namely, municipal governments have 
limited budgetary control over school districts. Regardless of the formal 
structure, we argue that as long as the tax base is shared, a behavioral 
relationship between municipalities and school districts exists. 

19. Of course, a higher mandatory rate could be set but this would necessitate 
the politically unpopular "recapturing." of funds from wealthy towns, 
where the revenues raised would exceed the costs of non-discretionary 
services. . 

20. See, for example, Ladd (1975) and DiPasquale (1979). 

21^ See Carroll (1980), DiPasquale (1979) and Welch (forthcoming). 

22., The general approach described here is a foundation plan with expenditure 
limits.- It should be noted that expenditures cannot be permitted to vary 
above the "foundation" because each district's ability to pay for extra 
expenditures would be affected by its level of municipal overburden. 

23. Four states currently have education finance systems that involve 

virtually equal effort and equal expenditure levels across districts. 
Only Hawaii has complete state financing. However, New Mexico, 
Florida, and Minnesota have finarce plans that effectively limit education 
expenditures and tax rates to levels that are homogeneous across each 
state. See Garms et al. (1978), pp. 199-201, for a good description of 
these plans. 
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